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         1                          PROCEEDINGS 
 
         2           CHAIRPERSON NICHOLS:  The Marc h 25th public  
 
         3  meeting of the Air Resources Board will  come to order.   
 
         4           And we will begin before we ta ke the roll call  
 
         5  with the Pledge of Allegiance to the fl ag.  
 
         6           (Thereupon the Pledge of Alleg iance was 
 
         7           recited in unison.) 
 
         8           CHAIRPERSON NICHOLS:  Thank yo u.  And welcome,  
 
         9  everybody.   
 
        10           We will now call the roll. 
 
        11           BOARD CLERK ANDREONI:  Dr. Bal mes?   
 
        12           BOARD MEMBER BALMES:  Here.   
 
        13           BOARD CLERK ANDREONI:  Ms. Ber g?   
 
        14           BOARD MEMBER BERG:  Here.   
 
        15           BOARD CLERK ANDREONI:  Ms. D'A damo?   
 
        16           BOARD MEMBER D'ADAMO:  Here.   
 
        17           BOARD CLERK ANDREONI:  Ms. Ken nard?   
 
        18           Mayor Loveridge?   
 
        19           Mrs. Riordan?   
 
        20           BOARD MEMBER RIORDAN:  Here.   
 
        21           BOARD CLERK ANDREONI:  Supervi sor Roberts?   
 
        22           BOARD MEMBER ROBERTS:  Here.   
 
        23           BOARD CLERK ANDREONI:  Profess or Sperling?   
 
        24           BOARD MEMBER SPERLING:  Here.   
 
        25           BOARD CLERK ANDREONI:  Dr. Tel les?   
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         1           Supervisor Yeager?   
 
         2           BOARD MEMBER YEAGER:  Here.   
 
         3           BOARD CLERK ANDREONI:  Chairma n Nichols?   
 
         4           CHAIRPERSON NICHOLS:  Here.   
 
         5           BOARD CLERK ANDREONI:  Madam C hair, we have a  
 
         6  quorum.   
 
         7           CHAIRPERSON NICHOLS:  Thank yo u.   
 
         8           I need to make a few remarks b efore we get  
 
         9  started.   
 
        10           First of all, just to make sur e everybody is  
 
        11  aware that we have made a change in the  order of the  
 
        12  agenda today.  Agenda Item 10-3-7, whic h is the report of  
 
        13  the Economic and Allocation Advisory Co mmittee, will be  
 
        14  heard before Item 10-3-6, the economic analysis update.   
 
        15           I'm also required to remind yo u that we need to  
 
        16  pay attention to the emergency exits th at are at the rear  
 
        17  of the room.  In the event of a fire al arm, we're required  
 
        18  to evacuate this room through those exi t doors and go down  
 
        19  the stairs and out of the building.  Wh en the all-clear  
 
        20  signal is given, we will return to the hearing room and  
 
        21  resume the hearing.   
 
        22           Anyone who wishes to testify o n any Board Item  
 
        23  should sign up with the clerk of the Bo ard.  And we  
 
        24  appreciate it, but it's not required, t hat you put the  
 
        25  name on the card.   
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         1           Also, we generally impose a th ree-minute time  
 
         2  limit on all speakers.  And we would ap preciate it if you  
 
         3  would state your name when you come up to the podium and  
 
         4  actually speak.  And we also appreciate  it if you put your  
 
         5  testimony in your own words rather than  reading it.  It  
 
         6  helps to get us straight to the point a nd uses the time  
 
         7  more effectively.  We don't need writte n testimony to be  
 
         8  read, because it's automatically entere d into the record.   
 
         9           With that, we'd like to begin with our first  
 
        10  item, which is a consent item, with a r esearch proposal.   
 
        11           And I'd like to ask the Board members if there is  
 
        12  any -- well, first of all, ask if anyon e signed up to  
 
        13  testify on this item on the research pr oposal.  Okay.   
 
        14           Are there any Board members th at would like to  
 
        15  see this item removed from consent and opened up for  
 
        16  discussion?   
 
        17           Seeing none --  
 
        18           BOARD MEMBER RIORDAN:  Move st aff recommendation.   
 
        19           BOARD MEMBER D'ADAMO:  Second.    
 
        20           CHAIRPERSON NICHOLS:  All in f avor, say aye.   
 
        21           (Ayes.)   
 
        22           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        23           I'd just note this is somethin g that was actually  
 
        24  approved -- this particular proposal wa s approved in  
 
        25  concept as part of the annual research plan.  So just for  
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         1  those in the audience who may not be fo llowing it, it's  
 
         2  intended to support how the development  of cost effective  
 
         3  strategies that will support voluntary efforts for  
 
         4  mitigating climate change through reduc ed consumption of  
 
         5  residential energy.  This is a very tim ely and useful  
 
         6  proposal.   
 
         7           BOARD MEMBER SPERLING:  Chairm an Nichols.   
 
         8           Just for the record, I recused  myself from that  
 
         9  vote because of U.C. Davis.   
 
        10           CHAIRPERSON NICHOLS:  Please n ote that  
 
        11  Dr. Sperling did not vote on that item.    
 
        12           The next item on the consent c alendar is Agenda  
 
        13  Item 10-3-2, proposed amendments to the  area designation  
 
        14  criteria and the area designation for s tate ambient air  
 
        15  quality standards.   
 
        16           Clerk, has anyone signed up to  testify on this  
 
        17  item?   
 
        18           Clerk, do we have anybody who' s asked to testify  
 
        19  on this item?   
 
        20           BOARD CLERK ANDREONI:  No. 
 
        21           CHAIRPERSON NICHOLS:  Are ther e any Board members  
 
        22  who would like to remove this item from  consent?   
 
        23           Seeing none, we will then ask if there's any ex  
 
        24  parte communications on this item.   
 
        25           Seeing none, we have before yo u Resolution 10-17  
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         1  with the staff recommendations on the d esignations.   
 
         2           May I have a vote?   
 
         3           BOARD MEMBER BERG:  So moved.   
 
         4           BOARD MEMBER RIORDAN:  Second.  
 
         5           CHAIRPERSON NICHOLS:  All in f avor, please say  
 
         6  aye.   
 
         7           (Ayes.)  
 
         8           CHAIRPERSON NICHOLS:  Thank yo u. 
 
         9           We're new to this process, so sorry if it seems  
 
        10  stumbling.   
 
        11           We have another consent calend ar item.  This is  
 
        12  to consider approval of South Coast air  basin PM10  
 
        13  redesignation request along with a main tenance plan and a  
 
        14  transportation conformity budget.   
 
        15           And again I would like to ask the clerk if we  
 
        16  have any sign-ups to speak.   
 
        17           None.  Okay.   
 
        18           Any Board members who would li ke to remove this  
 
        19  item from the consent calendar?   
 
        20           All right.  In that case, we w ill close the  
 
        21  record and ask for a motion on Resoluti on 10-21.   
 
        22           BOARD MEMBER BERG:  So moved.   
 
        23           BOARD MEMBER RIORDAN:  Second.     
 
        24           CHAIRPERSON NICHOLS:  All in f avor, please say  
 
        25  aye. 
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         1           (Ayes.) 
 
         2           CHAIRPERSON NICHOLS:  Any oppo sed?   
 
         3           Carries.   
 
         4           All right.  Now we move on to Agenda Item 10-3-3.   
 
         5  And I want to call on Board Member Sand ra Berg to make  
 
         6  some opening remarks before we move int o the staff  
 
         7  discussion here.  This is the item rela ting to incentive  
 
         8  programs, and Ms. Berg has chaired our Incentives Advisory  
 
         9  Group, spent many hours at staff worksh ops, and held many  
 
        10  constructive meetings with stakeholders .  I think they've  
 
        11  developed some real solutions.  And I w ant to thank her in  
 
        12  advance for all of her good work here.   
 
        13           BOARD MEMBER BERG:  Thank you,  Chairman Nichols.   
 
        14           I've been asked to lay the fou ndation for the  
 
        15  staff report on the Carl Moyer and the 1B guideline  
 
        16  changes.   
 
        17           We all know how the incentive funding has been  
 
        18  very important towards meeting our air quality goals and  
 
        19  guidelines.  But there's no question th at these programs  
 
        20  have provided two major, unique opportu nities towards our  
 
        21  goal of clean air.  The first has provi ded a partnership  
 
        22  opportunity with industry to reduce emi ssions early.  But  
 
        23  second and as important, it has also pr oposed and  
 
        24  supported clean technology to the marke tplace early.   
 
        25           In laying the foundation for o ur discussion  
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         1  today, I'm pleased to do that in the co ntext of the  
 
         2  Incentive Funding Advisory Group.  You may notice a name  
 
         3  change from the Carl Moyer Advisory Gro up, which in and of  
 
         4  itself acknowledges the changing landsc ape of our  
 
         5  incentive program to programs.   
 
         6           By way of background, two year s ago, Chairman  
 
         7  Nichols revitalized the Carl Moyer Advi sory Group, which  
 
         8  had successfully tackled guideline chan ges over the years  
 
         9  and to meet our last guideline changes.   One of the  
 
        10  outcomes of those two meetings was iden tifying a myriad of  
 
        11  opportunities and challenges administer ing several  
 
        12  incentive programs, and those challenge s applied to all  
 
        13  stakeholders.  It was a strong consensu s of our advisory  
 
        14  group to continue our meetings and tack le these challenges  
 
        15  in order to maximize the opportunities to achieve maximum  
 
        16  surplus emissions for our dollars spent .   
 
        17           It might be of interest that t he Incentive  
 
        18  Funding Advisory Group consists of all stakeholders:  ARB  
 
        19  staff, district, CAPCOA, industry admin istrators, and  
 
        20  industry user groups, as well as commun ity environmental  
 
        21  and our health advocates.   
 
        22           Our meetings are very well att ended.  We have an  
 
        23  average of 40 to 50 people who commit t hree to four hours  
 
        24  to each meeting.   
 
        25           Understanding that the incenti ve programs will  
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         1  meet increasing demand over the next fe w years, however, a  
 
         2  larger group of users will come under r egulation and no  
 
         3  longer be eligible for the funding, as our challenge  
 
         4  becomes multi-faceted how to reach out to the smaller  
 
         5  users who traditionally have not taken advantage of these  
 
         6  funding opportunities.  And equally imp ortant is what do  
 
         7  our funding opportunities look like in the future?  Couple  
 
         8  these challenges with the ever-increasi ng squeeze on  
 
         9  resources like time and money, it becom es more imperative  
 
        10  to streamline our administrative activi ties while  
 
        11  maintaining transparency and integrity of the programs.   
 
        12           As Barry Wallerstein reminds u s during our  
 
        13  meetings, we are now managing a portfol io of programs, not  
 
        14  just one program.  And our Committee ha s determined that  
 
        15  our goals need to be -- we need to be s eamless on the  
 
        16  front end, so matter how many programs we have coordinated  
 
        17  on the back.   
 
        18           To that end, CAPCOA and ARB or ganized a one-day  
 
        19  retreat in January of this year.  We fo cused on three  
 
        20  areas:  Improving agency administration ; second, project  
 
        21  specification issues; and the third iss ue was improving  
 
        22  end user experience.  At the end of the  day, we have, as  
 
        23  you can imagine, very dynamic discussio ns, but we left  
 
        24  with a two-page follow-up list.   
 
        25           This meeting was followed up b y our Incentive  
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         1  Advisory Advisory Group meeting on Marc h 10th.  I'm  
 
         2  pleased to say that after a four-hour m eeting, also  
 
         3  bringing that group up to speed with wh at had transpired  
 
         4  at the one-day retreat and going over t he guidelines, that  
 
         5  the group has the consensus that we are  generally  
 
         6  supporting the guidelines which will be  presented by staff  
 
         7  today, and also that there is a caveat with the NGOs  
 
         8  having expressed concerned over the rel axation of the  
 
         9  two-year California registration period  for the Prop 1B.   
 
        10  And I know we'll have some further disc ussion on that.   
 
        11  We'll hear that both in testimony and s taff's input.   
 
        12           As I turn the discussion over to staff, there's  
 
        13  no question that the incentive programs  have been a  
 
        14  cornerstone for surplus emissions and b enefits to our air  
 
        15  quality.   
 
        16           That said, we have quite a lot  of challenges  
 
        17  still in front of us.  And at the end o f the meeting, I  
 
        18  polled all of our group to make sure th at this commitment  
 
        19  of time and resources was still obtaini ng our goal, and  
 
        20  they felt that the process was useful.   
 
        21           Chairman Nichols, I'm pleased to report that the  
 
        22  Committee would like to continue its wo rk, and has  
 
        23  recommitted that this Advisory Group is  very important,  
 
        24  and that we would like to continue the work that we have  
 
        25  begun.   
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         1           Thank you very much.   
 
         2           CHAIRPERSON NICHOLS:  Thank yo u.  That possibly  
 
         3  falls in the category of no good deed g oes unpunished.   
 
         4  But I would very much like to thank and  commend you.   
 
         5  Every Board member of this Board puts i n hours of time  
 
         6  that represents the Board and their com munities and  
 
         7  elsewhere.  And, you know, we have had really a terrific  
 
         8  amount of volunteer, very important hig h level activities  
 
         9  from our Board members.  But this one h as been a long  
 
        10  process, and I think the facilitation e fforts that you  
 
        11  have put in here are particularly appre ciated.  So thank  
 
        12  you on behalf of all of us.   
 
        13           I'd now like to turn to staff for discussion of  
 
        14  the specific item that's before us this  morning, which is  
 
        15  the 1B Goods Movement Emission Reductio n Program  
 
        16  guidelines.   
 
        17           EXECUTIVE OFFICER GOLDSTENE:  Thank you, Chairman  
 
        18  Nichols. 
 
        19           In this update, we've taken th e opportunity to  
 
        20  recommend improvements based on program  experience and  
 
        21  current economic conditions.   
 
        22           The proposed update responds t o the Board's  
 
        23  direction to increase access to grant f unding and  
 
        24  financing for cleaner trucks.  It would  also align the  
 
        25  Prop. 1B and Carl Moyer programs where possible.   
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         1           The changes incorporate many o f the specific  
 
         2  suggestions that we've heard over the l ast year from local  
 
         3  air districts, ports, truckers, railroa ds, and  
 
         4  environmental advocates.  The priority continues to be on  
 
         5  reducing the health risk to communities  near freight  
 
         6  facilities by cleaning up equipment soo ner than otherwise  
 
         7  required.   
 
         8           Where a compliance date has pa ssed, the program  
 
         9  will focus on incentives for equipment that goes beyond  
 
        10  the regulatory requirements.  The updat e also recognizes  
 
        11  the value of reducing greenhouse gas em issions by  
 
        12  proposing new project choices for elect ronic and hybrid  
 
        13  technologies.   
 
        14           I'd now like to have Ms. Karen  Buckley of the  
 
        15  Planning and Technical Support Division  begin the staff  
 
        16  presentation.  Karen.   
 
        17           (Thereupon an overhead present ation was  
 
        18           presented as follows.) 
 
        19           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        20  BUCKLEY:  Thank you, Mr. Goldstene.  Go od morning,  
 
        21  Chairman Nichols and members of the Boa rd. 
 
        22           I'm pleased to present staff's  recommendations to  
 
        23  update the Goods Movement Emission Redu ction Program  
 
        24  guidelines. 
 
        25                            --o0o-- 
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         1           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
         2  BUCKLEY:  After a brief review of the e xisting program,  
 
         3  I'll highlight the progress to date and  then summarize the  
 
         4  proposed changes to update the program guidelines.  Then  
 
         5  I'll discuss the key comments we've hea rd in response to  
 
         6  the update, followed by a few additiona l program  
 
         7  modifications we suggest, and conclude with staff's  
 
         8  recommendations for Board action today.  
 
         9                            --o0o-- 
                      
        10           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        11  BUCKLEY:  The incentives available unde r this program are  
 
        12  part of the Board's initiatives to redu ce the localized  
 
        13  cancer risks around freight facilities,  regional ozone,  
 
        14  and fine particulate pollution, and gre enhouse gases. 
 
        15                            --o0o-- 
                      
        16           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        17  BUCKLEY:  California voters approved Pr oposition 1B in  
 
        18  2006, authorizing one billion dollars i n bond funding for  
 
        19  cleaner freight equipment to cut diesel  emissions and the  
 
        20  related health risk in communities near  ports, rail yards,  
 
        21  freeways, and distribution centers. 
 
        22                            --o0o-- 
                      
        23           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        24  BUCKLEY:  The priority trade corridors encompass the most  
 
        25  heavily traveled regions of the state.  Prop. 1B funding  
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         1  is available to owners of equipment bas ed in these regions  
 
         2  as well as equipment based elsewhere in  the state as long  
 
         3  as the equipment operates at least 50 p ercent of the time  
 
         4  within these corridors. 
 
         5                            --o0o-- 
                      
         6           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
         7  BUCKLEY:  The implementing statute defi nes the core  
 
         8  requirements of the program.  ARB must adopt guidelines  
 
         9  for implementation and award grants to qualifying local  
 
        10  agencies.  The bonds must be used to ac hieve early or  
 
        11  extra emission reductions compared to w hat is required by  
 
        12  regulation or enforceable agreements.   
 
        13           The program typically pays one -third to one-half  
 
        14  of the total project cost, with the rem ainder covered by  
 
        15  match funds from the equipment owners, local agencies, or  
 
        16  federal sources.   
 
        17           Finally, projects must compete  for program  
 
        18  funding based on emission reductions an d cost  
 
        19  effectiveness. 
 
        20                            --o0o-- 
                      
        21           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        22  BUCKLEY:  Consistent with statutory req uirements, the  
 
        23  Board adopted the initial program guide lines in early  
 
        24  2008, and then awarded the first funds to local agencies.   
 
        25  The air districts and seaports quickly began  
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         1  implementation.   
 
         2           But in December 2008, the Depa rtment of Finance  
 
         3  issued a stop work order for bond-funde d programs, because  
 
         4  the State couldn't access the bond mark ets due to the  
 
         5  fiscal crisis.  We had to ask the local  agencies to  
 
         6  suspend implementation of all grants un til the funding to  
 
         7  support them became available.  Most of  the local agencies  
 
         8  have now restarted their grants with ca sh from bond sales  
 
         9  in 2009. 
 
        10                            --o0o-- 
                      
        11           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        12  BUCKLEY:  As part of the program guidel ines, the Board  
 
        13  established overall funding targets for  each trade  
 
        14  corridor.  The regional allocations sho wn here were based  
 
        15  on equal considerations of the three fa ctors for each  
 
        16  corridor relative to the other corridor s:   
 
        17           First, the population.   
 
        18           Second, staff's best estimate of the PM and NOx  
 
        19  emissions expected from goods movement sources in 2010.   
 
        20           And third, the NOx reductions needed in the South  
 
        21  Coast and San Joaquin Valley to meet th e State  
 
        22  Implementation Plan targets to attain t he federal PM2.5  
 
        23  standard in 2014.  Staff is not proposi ng any changes to  
 
        24  these funding levels today. 
 
        25                            --o0o-- 
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         1           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
         2  BUCKLEY:  The Board also established ov erall category  
 
         3  funding targets.  These charts illustra te that the targets  
 
         4  essentially mirror the contributions of  each category to  
 
         5  the estimated health risk from the good s movement  
 
         6  emissions. 
 
         7                            --o0o-- 
                      
         8           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
         9  BUCKLEY:  This slide shows the existing  category funding  
 
        10  targets in dollars, including the subse t of funding for  
 
        11  drayage versus non-drayage trucks.  Dra yage trucks receive  
 
        12  the highest allocation because of the h ealth risk near  
 
        13  ports, rail yards, and inland distribut ion centers as well  
 
        14  as the accelerated cleanup required by ARB's rule for  
 
        15  these trucks. 
 
        16                            --o0o-- 
                      
        17           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        18  BUCKLEY:  I'll briefly discuss the prog ress that ARB and  
 
        19  the local agencies have made to impleme nt the program. 
 
        20                            --o0o-- 
                      
        21           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        22  BUCKLEY:  The last three State budgets appropriated a  
 
        23  total of $7,500,000 for the program.   
 
        24           In 2009, ARB received enough c ash to fund 250  
 
        25  million in existing grants.  We'll be r eceiving additional  
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         1  moneys from bond sales this month, incl uding about 200  
 
         2  million for new grants.   
 
         3           Staff expects to solicit propo sals this April  
 
         4  from agencies and recommend 2 million i n awards at the  
 
         5  June Board meeting.   
 
         6           As more bond funds become avai lable, we expect to  
 
         7  return to the Board with additional fun ding  
 
         8  recommendations. 
 
         9                            --o0o-- 
                      
        10           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        11  BUCKLEY:  This chart shows how the firs t year funds are  
 
        12  being spent.  Over 90 percents are dedi cated to cleaning  
 
        13  up diesel trucks through retrofits that  exist in trucks  
 
        14  with PM filters or replacement of old t rucks with new  
 
        15  models. 
 
        16                            --o0o-- 
                      
        17           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        18  BUCKLEY:  By the end of the year, we ex pect over 5,000  
 
        19  cleaner trucks co-funded by the program  to be on the road  
 
        20  in California.  In the South Coast, mor e than 600 of these  
 
        21  trucks run on natural gas.  We anticipa te that the first  
 
        22  year projects for trucks, locomotives, and ships at berth  
 
        23  will reduce over two million pounds of fine particulate  
 
        24  matter and 40 million pounds of NOx ove r their lifetime. 
 
        25                            --o0o-- 
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         1           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
         2  BUCKLEY:  Given their importance in thi s program, I'd like  
 
         3  to focus on the drayage trucks for a mo ment.  As a  
 
         4  reminder, ARB's drayage truck rule has two phases.  In the  
 
         5  first phase, most trucks serving ports and intermodal rail  
 
         6  yards must reduce PM emissions by 2010,  with the second  
 
         7  phase to cut NOx emissions by 2014.   
 
         8           There are over 18,000 Californ ia-based complying  
 
         9  trucks in ARB's drayage truck registry today.  The Prop.  
 
        10  1B program provided $125 million to hel p owners upgrade  
 
        11  more than 3,200 trucks, thanks to the h ard work of the Bay  
 
        12  Area and South Coast air districts.  Th e major ports and  
 
        13  air districts have contributed another 100 million to  
 
        14  increase the public subsidy for new nat ural gas trucks, or  
 
        15  encourage the use of cleaner diesel tru cks. 
 
        16                            --o0o-- 
                      
        17           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        18  BUCKLEY:  The proposed changes to the g uidelines are part  
 
        19  of the periodic process to update the p rogram requirements  
 
        20  following each appropriation of funds. 
 
        21                            --o0o-- 
                      
        22           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        23  BUCKLEY:  We started the public process  in fall 2008 to  
 
        24  begin getting suggestions on program im provements from  
 
        25  local agencies, affected industries, an d environmental and  
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         1  community advocates. 
 
         2                            --o0o-- 
                      
         3           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
         4  BUCKLEY:  The proposed updates incorpor ate many of the  
 
         5  ideas that we've developed with stakeho lders to streamline  
 
         6  and enhance the program.  The updates r eflect the current  
 
         7  state fiscal policy for bond programs.  This will ensure  
 
         8  that ARB has the bond funds already on deposit before  
 
         9  starting new grants.  They also expand the choices and  
 
        10  funding for cleaner equipment in all so urce categories to  
 
        11  take advantage of technology advances.  They increase  
 
        12  truckers' access to grants and suppleme ntal financing.   
 
        13  They also require local agencies to off er all equipment  
 
        14  options within the funding categories.  Finally, the  
 
        15  proposed updates include reallocation o f some drayage  
 
        16  truck funds. 
 
        17                            --o0o-- 
                      
        18           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        19  BUCKLEY:  The original category funding  target of 400  
 
        20  million for drayage trucks was based on  retrofitting or  
 
        21  replacing trucks to reduce PM by the 20 10 deadline in the  
 
        22  drayage truck rule.  We've spent 125 mi llion of the  
 
        23  allocation for this first phase.   
 
        24           More than half of the drayage trucks will meet  
 
        25  the 2014 requirements of the rule this year.  The high  
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         1  level of new trucks is largely due to g ate fees on older  
 
         2  trucks serving the port of Los Angeles and port of Long  
 
         3  Beach.  These 2008 fees transformed the  industry much  
 
         4  faster than ARB's rule or the port's ow n programs  
 
         5  required.   
 
         6           For the few thousand drayage t rucks with PM  
 
         7  filters that will need to be upgraded a gain in the second  
 
         8  phase, we recommend that the Board rese rve up to 100  
 
         9  million for this purpose.   
 
        10           We also recommend that the Boa rd reallocate 60  
 
        11  million of the drayage funds to ships a t berth and cargo  
 
        12  equipment projects, and the remaining 1 15 million to other  
 
        13  trucks for early compliance with the st atewide truck and  
 
        14  bus rule. 
 
        15                            --o0o-- 
                      
        16           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        17  BUCKLEY:  This table shows the effect o f reallocating the  
 
        18  drayage trucks funds as I just describe d.  ARB and local  
 
        19  agencies would administer a single pot of funds for  
 
        20  trucks, but manage part of that pot as a priority reserve  
 
        21  to further upgrade current drayage truc ks.   
 
        22           The increased total of 160 mil lion for ships at  
 
        23  berth and cargo equipment would provide  sufficient funds  
 
        24  to cover fully half of the port's costs  to bring electric  
 
        25  infrastructure to all cargo berths that  must comply with  
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         1  ARB's rule.  Essentially, 50 percent of  the per-berth cost  
 
         2  for 100 percent of the berth.   
 
         3           In contrast, the total of 475 million for  
 
         4  non-drayage trucks would cover 50 perce nt of the per-truck  
 
         5  cost for less than 10 percent of the Ca lifornia-based  
 
         6  trucks. 
 
         7                            --o0o-- 
                      
         8           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
         9  BUCKLEY:  In this presentation, I will just characterize  
 
        10  the project elements that are new or di fferent from the  
 
        11  current program. 
 
        12                            --o0o-- 
                      
        13           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        14  BUCKLEY:  The proposal includes lower c ost options for  
 
        15  truckers to upgrade their vehicles thro ugh the purchase of  
 
        16  used trucks or combined PM and NOx retr ofits.   
 
        17           We recognize that grants are v ery helpful to  
 
        18  purchase cleaner equipment, but many in dependents and  
 
        19  small truck fleets have difficulty secu ring the financing  
 
        20  to cover the remainder of the cost.  Th e tighter credit  
 
        21  standards in today's economy increase t he difficulty.   
 
        22           In response, we recommend that  Prop. 1B funds be  
 
        23  used for truck loan subsidy and loan gu arantee programs  
 
        24  for fleets of one to 20 trucks.   
 
        25           We'd like to note that ARB sta ff expects to  
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         1  submit a proposal to the Board for a Pr op. 1B funding for  
 
         2  this purpose, concurrent with the local  agency proposals  
 
         3  for the next round of funds.   
 
         4           The proposed changes would mak e additional trucks  
 
         5  eligible to compete for program funding , including trucks  
 
         6  and agricultural and construction fleet s. 
 
         7                            --o0o-- 
                      
         8           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
         9  BUCKLEY:  Another way to cut the compli ance cost for the  
 
        10  statewide truck and bus rule is to allo w reuse of the  
 
        11  middle-aged trucks that would otherwise  be scrapped.  The  
 
        12  middle-aged truck can be retrofit with a PM filter, and  
 
        13  trickle down to replace an older truck that gets scrapped.   
 
        14           Staff proposes that the Board delegate authority  
 
        15  to the Executive Officer to approve reu se programs that  
 
        16  deliver an equivalent or greater air qu ality benefit in  
 
        17  California and are consistent with the goals of this  
 
        18  program. 
 
        19                            --o0o-- 
                      
        20           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        21  BUCKLEY:  Currently, the program requir es 100 percent  
 
        22  California operation for old equipment.   This approach  
 
        23  provides the greatest certainty of air quality benefits  
 
        24  within the four trade corridors as requ ired by the  
 
        25  implementing statute.   
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         1           Some California-based fleets m ake short trips to  
 
         2  major warehouse and distribution center s just across the  
 
         3  border into Nevada, Arizona, and Mexico , as shown by the  
 
         4  green dots on this slide.   
 
         5           The proposal would allow local  agencies the  
 
         6  ability to offer truckers a choice:  Fu ll funding for  
 
         7  100 percent California operation, or lo wer funding for 90  
 
         8  percent California operation if the tru ck is equipped with  
 
         9  a global positioning system. 
 
        10                            --o0o-- 
                      
        11           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        12  BUCKLEY:  These projects would help sup port the Board's  
 
        13  direction to reduce locomotive emission s and health risk  
 
        14  from the rail yard operations.   
 
        15           ARB staff is proposing a great er share of program  
 
        16  funding for early introduction of techn ology, meeting the  
 
        17  stringent Tier 4 emission standards.   
 
        18           The update to the guidelines w ould also add new  
 
        19  options to repower a helper or hauler l ocomotive, and  
 
        20  install locomotive emission capture and  control system,  
 
        21  otherwise known as the hood. 
 
        22                            --o0o-- 
                      
        23           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        24  BUCKLEY:  The proposal includes several  changes to this  
 
        25  category in response to requests from p orts and shippers.   
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         1  I've already described staff's recommen dation to raise the  
 
         2  total funding for this category to $160  million.  Based on  
 
         3  plans submitted by terminal operators, grid based shore  
 
         4  power is the technology of choice to co mply with the ARB's  
 
         5  rule.   
 
         6           Additional changes for ships a t berth include  
 
         7  increasing the maximum funding per bert h from 2.5 million  
 
         8  up to 3.5 million, cutting the project life in half from  
 
         9  20 years to 10 years, and establishing lower operating  
 
        10  levels for alternative technologies at the smaller ports.   
 
        11           For cargo equipment used at po rts or rail yards,  
 
        12  we propose to replace existing project options with two  
 
        13  new options to electrify large gantry c ranes and yard  
 
        14  trucks. 
 
        15                            --o0o-- 
                      
        16           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        17  BUCKLEY:  For harbor craft, we recommen d adding funding  
 
        18  for hydride power systems that reduce f uel consumption,  
 
        19  greenhouse gases, and other air polluta nts.   
 
        20           This completes the summary of the proposed  
 
        21  changes for equipment projects. 
 
        22                            --o0o-- 
                      
        23           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        24  BUCKLEY:  The priority for the Goods Mo vement Program is  
 
        25  to reduce the localized health risk and  regional pollution  
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         1  from freight sources, but we also look for opportunities  
 
         2  to cut greenhouse gases. 
 
         3                            --o0o-- 
                      
         4           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
         5  BUCKLEY:  Many of the projects eligible  for Prop. 1B  
 
         6  funding replace old diesel engines with  more efficient  
 
         7  models or alternative power systems.  A n equipment owner  
 
         8  can receive program funds for cleaner d iesel, natural gas,  
 
         9  electric, hybrid, or other technology t hat meets PM and  
 
        10  NOx performance standards.   
 
        11           ARB has also supported the abi lity of local  
 
        12  agencies to supplement the program fund s with federal and  
 
        13  local monies to make alternative fuel c hoices more  
 
        14  attractive.   
 
        15           The proposal would make a mino r change to the  
 
        16  calculation in cost effectiveness.  Cos t effectiveness is  
 
        17  based on the reductions in PM and NOx e mission per state  
 
        18  dollar invested.  Since reduction in gr eenhouse gases  
 
        19  aren't quantified as part of the benefi t side of the  
 
        20  calculation, State incentives to cut gr eenhouse gases  
 
        21  shouldn't be included on the cost side of the calculation. 
 
        22                            --o0o-- 
                      
        23           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        24  BUCKLEY:  We are recommending that the Board make projects  
 
        25  for trucks, locomotives, and rail yards  and ships at berth  
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         1  a priority for funding in the next roun d of awards.  If  
 
         2  the Board identifies priorities, staff will reflect those  
 
         3  in the notice of funding availability t hat starts the  
 
         4  process for new local and State agency grant proposals. 
 
         5                            --o0o-- 
                      
         6           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
         7  BUCKLEY:  As of midday yesterday, the o ral and written  
 
         8  comments we've received have been large ly supportive of  
 
         9  the proposed changes to the guidelines.   This slide  
 
        10  summarizes the requests for additional modifications.   
 
        11           Ports and shipping interests a re asking that  
 
        12  Prop. 1B incentives cover 100 percent o f the port's cost  
 
        13  to install grid-based shore power.  Thi s would be  
 
        14  inconsistent with state law and establi shed policy for  
 
        15  incentive programs.  It would also subs tantially erode the  
 
        16  health benefits from early or extra emi ssion reductions.   
 
        17  The proposed update already includes nu merous changes to  
 
        18  reduce the shore power compliance costs  for sea ports.   
 
        19           Commenters also suggest that A RB should provide  
 
        20  an advantage for alternative fuel proje cts, in terms of  
 
        21  higher funding levels or funding priori ty.  ARB staff is  
 
        22  updating the emission calculators for t rucks to recognize  
 
        23  additional increments of PM and NOx red uctions from  
 
        24  electric, hybrid, and other alternative  fuel technologies,  
 
        25  which will increase their competitivene ss for promised  
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         1  funding.   
 
         2           Community and environmental gr oups have asked  
 
         3  that ARB staff exercise strong oversigh t on the truck  
 
         4  lease-to-own programs to ensure the pro gram goals are met  
 
         5  in practice.  We will do so.  For the l ast two issues, we  
 
         6  are proposing additional changes to the  guidelines today  
 
         7  to accommodate these requests. 
 
         8                            --o0o-- 
                      
         9           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        10  BUCKLEY:  We recommend that the program  allow local  
 
        11  agencies the discretion to offer 90 per cent California  
 
        12  operation for locomotives and harbor cr aft, at lower  
 
        13  funding levels.   
 
        14           Staff supports further increas ing the up-front  
 
        15  administration funding that agencies re ceive for truck  
 
        16  grants, given the extensive resources r equired to assist  
 
        17  truckers through the process.   
 
        18           We have also identified some m inor corrections to  
 
        19  ensure accuracy and internal consistenc y within the  
 
        20  guidelines. 
 
        21                            --o0o-- 
                      
        22           GOODS MOVEMENT STRATEGIES SECT ION MANAGER  
 
        23  BUCKLEY:  Staff recommends that the Boa rd adopt the  
 
        24  proposed 2010 update to the Prop. 1B Go ods Movement  
 
        25  Program guidelines, including the addit ional changes I  
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         1  just described.  This action today woul d allow staff to  
 
         2  solicit agency proposals for new projec ts and the Board to  
 
         3  award the next 200 million in funds thi s June.   
 
         4           This concludes the staff prese ntation.  Thank  
 
         5  you.  And we'd be happy to answer any q uestions you may  
 
         6  have.   
 
         7           CHAIRPERSON NICHOLS:  Thank yo u, Karen.   
 
         8           This is a very complicated pro posal with a lot of  
 
         9  moving parts, and I'm sure we're going to be hearing a  
 
        10  mixture of different comments from thos e who have signed  
 
        11  up to testify here today.   
 
        12           I just want to emphasize that there is not enough  
 
        13  money in Prop. 1B to cover all the cost s of compliance  
 
        14  with our clean air requirements.  And i t was never  
 
        15  intended to completely fulfill that nee d.  But it's really  
 
        16  inspiring to see the impact that came a bout when the ports  
 
        17  in Los Angeles and Long Beach came up w ith extra money on  
 
        18  their own through a container fee, and added that to their  
 
        19  regulatory requirements and ours, and t he money we were  
 
        20  able to put on the table.  So we're now  in a position to  
 
        21  have some access funds from the drayage  trucks, which is  
 
        22  certainly not something we had ever exp ected to see.   
 
        23           But the demands for all the ot her categories that  
 
        24  we're talking about are huge, and the n eed is real.  So  
 
        25  inevitably, I suppose there will be peo ple disappointed on  
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         1  all scores.   
 
         2           What I think has been done her e though is a  
 
         3  really strong and creative effort to tr y to find ways both  
 
         4  through changing the regulations, and t hrough redeployment  
 
         5  of funds in the different categories to  cover more of the  
 
         6  need as it exists right now.   
 
         7           The other thing I want to say is that it is  
 
         8  important that we update these guidelin es promptly,  
 
         9  because ARB has been very aggressive an d very successful  
 
        10  in getting a share of all of the bond s ales that the State  
 
        11  has been able to do ever since this pro gram came into  
 
        12  existence.  It's quite remarkable havin g had other  
 
        13  experiences in state government to see this is obviously  
 
        14  not just our work.  We've had tremendou s help and support  
 
        15  from the local districts and from the p rivate sector in  
 
        16  putting together projects which could i mmediately put that  
 
        17  money to work once we had it.  But it i s important that we  
 
        18  keep our guidelines current.   
 
        19           So I just want to make sure we 're all very aware  
 
        20  of the need to quickly deploy the money s to continue the  
 
        21  tremendous progress that's been made in  reducing health  
 
        22  risks from freight operations.   
 
        23           Are there any Board member que stions before we  
 
        24  begin?   
 
        25           Yes. 
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         1           BOARD MEMBER ROBERTS:  If I co uld, help me  
 
         2  understand.  The port trucks versus the  non-port trucks,  
 
         3  these funds are not being completely me rged.  The port  
 
         4  trucks will still have a separate fund,  competing sort of  
 
         5  with themselves as opposed to competing  with all the other  
 
         6  trucks?   
 
         7           ASSISTANT DIVISION CHIEF MARVI N:  Supervisor  
 
         8  Roberts, we're proposing a hybrid appro ach.  For easier  
 
         9  implementation, we in the local agencie s would administer  
 
        10  the funds as part of the single pot.  B ut when drayage  
 
        11  trucks apply for funding, they would be  competitively  
 
        12  ranked separately from the other trucks .  So in a sense,  
 
        13  it's two subsets of funding.  And the d rayage trucks would  
 
        14  be eligible for that $100 million of ex tra money in that  
 
        15  priority reserve first.  If there is mo re drayage truck  
 
        16  demand than that, they would need to co mpete with the rest  
 
        17  of the trucks.  But we think that 100 m illion is adequate  
 
        18  for the second phase upgrades.   
 
        19           BOARD MEMBER ROBERTS:  Okay.  One of my concerns  
 
        20  was, because it's very hard for them to  compete openly  
 
        21  with the others.  And if your expectati on -- I guess based  
 
        22  on the first phase, 100 million should be pretty  
 
        23  significant in terms of being able to h andle this.  Okay.   
 
        24  That was my concern.   
 
        25           Let me ask one other thing.  W e're not covering  
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         1  the retrofits and repowers.  We're prop osing ten percent  
 
         2  travel outside of California, while we' re reducing the  
 
         3  grant amounts for those by $10,000?  We 're not allowing  
 
         4  retrofits and repowers in that category ?   
 
         5           ASSISTANT DIVISION CHIEF MARVI N:  What we're  
 
         6  suggesting is that, yes, if the local a gencies want to  
 
         7  offer the options for some travel outsi de of California  
 
         8  and the truck owner chooses to do that,  that there would  
 
         9  be $10,000 less in the grant.   
 
        10           BOARD MEMBER ROBERTS:  Why are  we reducing it by  
 
        11  $10,000?  With the Carl Moyer money, we  allowed  
 
        12  significant travel outside of the state .  There's no  
 
        13  penalty or GPS or anything required.  I 'm just wondering  
 
        14  why we're taking a position in one prog ram and a  
 
        15  completely different position in anothe r.   
 
        16           ASSISTANT DIVISION CHIEF MARVI N:  The baseline  
 
        17  right now in the Prop. 1B program is 10 0 percent  
 
        18  California operation.  So the funding l evels that have  
 
        19  been established expect -- 
 
        20           BOARD MEMBER ROBERTS:  I'm not  taking issue with  
 
        21  the ten percent.  I think that's a good  idea, because we  
 
        22  do have, in a lot of instances, trucks that are just  
 
        23  running across the state border or inte rnational border  
 
        24  and back, as you recognize.  But the $1 0,000 reduction I  
 
        25  guess is what I'm questioning.  It's a pretty significant  
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         1  reduction.   
 
         2           ASSISTANT DIVISION CHIEF MARVI N:  What we looked  
 
         3  at was which trucks were likely to take  advantage of that  
 
         4  opportunity to have travel outside the state.  We thought  
 
         5  those were most likely to be new truck purchases that  
 
         6  would be eligible for a $60,000 grant.  So it's roughly a  
 
         7  $10,000 reduction we're proposing off o f the 60,000.   
 
         8           BOARD MEMBER ROBERTS:  Okay.  We can come back to  
 
         9  this.  I want to make sure I understand  it, because I'm  
 
        10  not sure -- I think this is something t hat came up after  
 
        11  your workshop, because we were just fin ding out about it.   
 
        12  And let me think about it.  I'm concern ed about that.  And  
 
        13  it seems to be pretty inconsistent with  what we've done in  
 
        14  other programs.   
 
        15           CHAIRPERSON NICHOLS:  Well, cl early those who  
 
        16  live in or represent areas where there is a lot of outside  
 
        17  of California travel should be thinking  about whether this  
 
        18  will really adequately deal with the ne eds they see.   
 
        19           BOARD MEMBER ROBERTS:  Well, t his is ten percent,  
 
        20  which is minimal in the fact it's going  to be outside of  
 
        21  California.  A lot of times it isn't ve ry far outside of  
 
        22  California.  If I remember, Carl Moyer uses up to 75  
 
        23  percent out-of-state travel.   
 
        24           CHAIRPERSON NICHOLS:  Ms. D'Ad amo.   
 
        25           BOARD MEMBER D'ADAMO:  I just have a question  
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         1  about surplus emissions, slide 14, esti mated emission  
 
         2  reductions.  How much of those are surp lus emissions?   
 
         3           ASSISTANT DIVISION CHIEF MARVI N:  Would you call  
 
         4  up slide 14?   
 
         5           These emissions reductions are  over the whole  
 
         6  life of the project, as I believe Ms. D 'Adamo's aware.   
 
         7  That project life sometimes extends bey ond the time period  
 
         8  when the regulation requires those acti ons to be taken.   
 
         9  Most of the projects require both early  reductions and  
 
        10  extra reductions.  So by and large, the  component of these  
 
        11  reductions that are surplus are anywher e from roughly  
 
        12  one-half to two-thirds of the total.  W hen all of the  
 
        13  projects are into our database and have  been funded, we  
 
        14  will go back and do an analysis for SIP  purposes, and look  
 
        15  at exactly how much of that is surplus.    
 
        16           BOARD MEMBER D'ADAMO:  Do you have a sense for  
 
        17  emission reduction by region?  You know , if you go back  
 
        18  and look at the slide of percentage by region -- I think  
 
        19  it's one of the first ones you have -- are the emission  
 
        20  reduction commensurate with the percent ages?  Or are  
 
        21  certain regions getting a bigger bang f or the buck?   
 
        22           ASSISTANT DIVISION CHIEF MARVI N:  What I can tell  
 
        23  you is in the staff report, in the very  back there is a  
 
        24  progress report that we submitted to th e Department of  
 
        25  Finance that shows for each one of the grants what  
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         1  reductions are expected.  And we have t otals by corridor.   
 
         2  For example, for the Central Valley, we 're expecting  
 
         3  968,000 pounds of PM reductions and ove r 13 million pounds  
 
         4  of NOx reductions.   
 
         5           CHAIRPERSON NICHOLS:  But you didn't attempt to  
 
         6  do a percentage calculation?   
 
         7           ASSISTANT DIVISION CHIEF MARVI N:  No, we have not  
 
         8  done that, but we could certainly do th at.   
 
         9           BOARD MEMBER D'ADAMO:  Just cu rious.  Thanks.   
 
        10           CHAIRPERSON NICHOLS:  Yes, Dr.  Telles.  Welcome.   
 
        11           BOARD MEMBER TELLES:  In regar ds to Mary's  
 
        12  initial comments that we have a long wa ys to go, slide 16,  
 
        13  I'm just wondering how far we are from the target, in the  
 
        14  sense that there's 18,000 trucks that a re in compliance in  
 
        15  drayage trucks and there's 3,000 of whi ch were updated by  
 
        16  1B.  How many drayage trucks are there out there that  
 
        17  still need some work?  And where are th ey located?  What  
 
        18  region?   
 
        19           ASSISTANT DIVISION CHIEF MARVI N:  Because the Air  
 
        20  Resources Board rule took effect on Jan uary 1st, all of  
 
        21  the trucks that are continuing to serve  the ports and the  
 
        22  rail yards must either be in compliance  -- in other words,  
 
        23  they've already made their upgrades -- or operating under  
 
        24  a temporary extension that ARB provided  to allow time for  
 
        25  the grant moneys and the backups with t he manufacturers to  
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         1  deliver retrofits.  So those temporary extensions expire  
 
         2  at the end of April.  So by May 1st, th e trucks will be  
 
         3  complying.  What we're seeing is that t here are more than  
 
         4  enough complying trucks available to ca rry the cargo to  
 
         5  and from the port.   
 
         6           CHAIRPERSON NICHOLS:  Okay.  I  think we should  
 
         7  probably hear from the witnesses, unles s there are further  
 
         8  Board member comments.   
 
         9           Our first witness is Rick McVa igh from the San  
 
        10  Joaquin Valley, followed by Dr. Wallers tein and Joseph  
 
        11  Steinberger.   
 
        12           Mr. MC VAIGH:  I'm Rick McVaig h, Deputy Air  
 
        13  Pollution Control Officer for the San J oaquin Valley Air  
 
        14  Pollution Control District.   
 
        15           I'd like to start off by thank ing ARB staff for  
 
        16  working closely with us and the other a ir districts in  
 
        17  developing the guideline updates that w ere presented  
 
        18  today.   
 
        19           In spite of some of the unfort unate delays in  
 
        20  funding, we're still looking forward to  great success in  
 
        21  the Prop. 1B program as was presented e arlier.  For our  
 
        22  first year allocation, we had a $38 mil lion allocation for  
 
        23  the San Joaquin Valley, and we actually  received 2400  
 
        24  applications for 135 million.  So there 's great demand for  
 
        25  these incentive funds.  We were able to  identify about 800  
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         1  very cost-effective projects to receive  the initial  
 
         2  funding.  The projects are about three to five times more  
 
         3  cost effective than the third and fourt h generations of  
 
         4  stationary source controls that we're i mposing under our  
 
         5  SIP.  So these are very cost-effective programs.   
 
         6           Our projections work for the S an Joaquin Valley  
 
         7  for 5,000 tons of NOx reductions and 36 0 tons of lifetime  
 
         8  diesel particulate matter reductions fr om the first year  
 
         9  funding alone.  So we see this as a gre at success.   
 
        10           Wanted to talk a little bit ab out the allocations  
 
        11  between the corridors.  A couple years ago during  
 
        12  discussions prior to the first year all ocations, we'd  
 
        13  recommended that SIP inventories actual ly be used in the  
 
        14  allocations.  And the reason we wanted to use SIP  
 
        15  inventory is we thought that was most r eflective of the  
 
        16  air quality challenges in the region.  Instead, ARB chose  
 
        17  another option, which was to use the mo st up-to-date goods  
 
        18  movement inventories at this time.  And  those most  
 
        19  up-to-date inventories were the ones th at were being  
 
        20  developed in conjunction with the on-ro ad truck and bus  
 
        21  rule.   
 
        22           We understand that since that time your staff has  
 
        23  developed even newer and more updated e mission inventory  
 
        24  numbers for goods movement based on 200 7 truck emissions  
 
        25  in each of the four corridors, and thos e numbers are  
 
 
 
 
 
 
 



                                                                     36 
         1  currently being used in your reevaluati on of the truck  
 
         2  rule that your Board began back in Dece mber.  And we'd  
 
         3  also like to see those considered in fu ture allocations  
 
         4  for Prop. 1B.   
 
         5           In order to kind of work towar ds that, we'd like  
 
         6  to request that you ask your staff to f acilitate a  
 
         7  cooperative discussion between the staf fs of the affected  
 
         8  district, which would mostly be us and South Coast,  
 
         9  regarding the use of the newest invento ry data.  And then  
 
        10  report back to your Board within a coup le of months with a  
 
        11  report and a recommended direction on t he use of the newer  
 
        12  more accurate data.   
 
        13           But overall we look forward to  continuing to  
 
        14  partner with you on this great program and thank you very  
 
        15  much.   
 
        16           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        17           Dr. Wallerstein.   
 
        18           MR. WALLERSTEIN:  Good morning , Chairman Nichols,  
 
        19  members of the Board.   
 
        20           Barry Wallerstein, Executive O fficer of the South  
 
        21  Coast AQMD.   
 
        22           I'm here in support of the sta ff proposal this  
 
        23  morning and to frankly shower some prai se on Board Member  
 
        24  Berg.  She did a really marvelous job i n helping bridge a  
 
        25  consensus on the staff proposal.  And C ynthia Marvin of  
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         1  your staff, the manager who has been wo rking on this  
 
         2  project, has really worked hard in rece nt months to help  
 
         3  us make this one really shining star am ong many state  
 
         4  programs, especially related to bonds.  We're delivering  
 
         5  product as the public expected when the y voted in favor of  
 
         6  this.   
 
         7           The issue was just brought up about the  
 
         8  allocation formula.  And I had hoped to  stop my comments  
 
         9  frankly where I just finished, but I ha ve to address this  
 
        10  issue of allocation.  When we came befo re you initially,  
 
        11  we had an alternative method that was b ased on  
 
        12  populational exposure.  People matter.  Proximity matters.   
 
        13  The bulk of the populational exposure i n the state as this  
 
        14  Board knows is in South Coast.  We regr et that we have the  
 
        15  highest ozone levels.  We regret we hav e the highest  
 
        16  particulate level.  We regret we have t he highest air  
 
        17  toxic levels in the state.  We regret t hat four of the  
 
        18  five highest risk rail yards are in Sou th Coast.   
 
        19           Having said that, we're workin g with your  
 
        20  allocation formula.  We're not here to ask for a change.   
 
        21  But we would object to a lowering of th e amount of  
 
        22  allocation that our region receives.   
 
        23           And so we would ask that you p roceed with the  
 
        24  amendments that are before you.  We wan t to assure you  
 
        25  that we are working overtime to put tha t money to use.   
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         1  There is pent up demand in South Coast for the funds, and  
 
         2  we will do our best to continue the del ivery that you  
 
         3  expect on this program.   
 
         4           Lastly, if for any reason you were to consider a  
 
         5  change to the allocation formula, we wo uld request that go  
 
         6  through an appropriate public process, including workshop,  
 
         7  public hearing noticing, and a CEQA doc ument.   
 
         8           Finally, because we knew this issue of allocation  
 
         9  might come up today, yesterday we reach ed out to some of  
 
        10  the legislators from our region as well  as some of the  
 
        11  members of Congress.  You've received t wo letters, and  
 
        12  again we did this in less than 24 hours .  The first one is  
 
        13  on letterhead from state Senator Lowent hal, and the second  
 
        14  one was circulated yesterday by Grace N apolitano, a  
 
        15  Congresswoman from our region.  We woul d just ask you to  
 
        16  leave status quo on the allocation.   
 
        17           CHAIRPERSON NICHOLS:  I don't normally interrupt  
 
        18  the flow of testimony, but since this h as been teed up as  
 
        19  a South Coast versus San Joaquin issue,  I just want to  
 
        20  comment that, you know, when we first b egan working on  
 
        21  this and adopted a formula that we did,  every area of the  
 
        22  state had a legitimate reason to think they had not  
 
        23  received as much of a share as they sho uld have.  At the  
 
        24  end of the day, we adopted a formula wh ich I know did not  
 
        25  make anybody completely happy, as I ind icated.   
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         1           I also am aware that the San J oaquin has a  
 
         2  historic belief that they have been tre ated less fairly  
 
         3  than others, and this seems to have con tinued.  This issue  
 
         4  about the inventory as a basis for redo ing the allocation  
 
         5  formula, to me, is not a very promising  approach for the  
 
         6  simple reason that inventories change c onstantly.  If you  
 
         7  want to do the SIP inventory versus the  inventories we use  
 
         8  for other kinds of planning purposes, w e would be at this  
 
         9  in a never-ending fashion.  And the amo unt of shift that  
 
        10  would be likely to occur is not very gr eat.   
 
        11           Having said that, there is als o, clearly beyond  
 
        12  just people's feeling about these matte rs, there is a  
 
        13  reality that the San Joaquin Valley has  I think a unique  
 
        14  hardship in the sense of having a large r number of small  
 
        15  and lower income operators than other a reas do, although  
 
        16  this whole industry is characterized bu t very widespread,  
 
        17  as we've learned over the last few year s.   
 
        18           And, you know, I think that it  might be  
 
        19  appropriate for there to be conversatio ns between these  
 
        20  two districts about whether there's any  possibility of  
 
        21  developing some way of funding projects  that would be of  
 
        22  greater benefit to the San Joaquin, whi ch is a transit  
 
        23  corridor as we know and receives the be nefits but also the  
 
        24  burdens of goods movement.   
 
        25           And, you know, my preference w ould be to see this  
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         1  resolved outside of a legal regulatory process, and if at  
 
         2  all possible that there should be some -- develop some  
 
         3  kind of a proposal between the two dist ricts that would be  
 
         4  mutually agreeable.  Do you think there  is a possibility  
 
         5  that that could happen?   
 
         6           MR. WALLERSTEIN:  Chairman Nic hols, if I could, I  
 
         7  would like to suggest an alternative, a nd that is that the  
 
         8  two air districts work together to incr ease the amount of  
 
         9  funding that comes to the state of Cali fornia.   
 
        10           If we look at the federal DERA  money, Diesel  
 
        11  Emission Reduction Program, we each get  earmarks from  
 
        12  Washington, D.C., recognizing the signi ficance of our air  
 
        13  quality problems in the Valley and in S outh Coast.  My  
 
        14  staff was in D.C. last week.  San Joaqu in staff is in D.C.  
 
        15  this week.  If we're going to really pu t our heads  
 
        16  together and try and come up with solut ions, we ought to  
 
        17  be seeking additional funding rather th an fighting over  
 
        18  the existing funding.   
 
        19           CHAIRPERSON NICHOLS:  Well, th at's a good  
 
        20  suggestion.   
 
        21           Other commenters wish to weigh  in?   
 
        22           BOARD MEMBER TELLES:  This is kind of about  
 
        23  health to me, and the inventories chang e, I know.  But  
 
        24  also what changes is what happens in th e community, and I  
 
        25  would say that the San Joaquin Valley's  health has  
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         1  deteriorated at a rapid rate over the l ast two years,  
 
         2  because of the economic downturn.   
 
         3           We have a population which is much more  
 
         4  vulnerable to air pollution than probab ly any place in the  
 
         5  state.  If you look at any state health 's statistics, we  
 
         6  have more diabetics, more hypertensive,  more people with  
 
         7  coronary disease, more people with COPD  per population  
 
         8  base than any place in the state.   
 
         9           And if we're going to play by the rules of having  
 
        10  an inventory deciding where the funding  goes, to me, it  
 
        11  seems like we play by the rules all the  time.  And if the  
 
        12  inventory changes, that's basically a d e facto change of  
 
        13  the rules, to me.   
 
        14           The inventory has changed a co uple times.   
 
        15  Initially, it was the SIP and then the truck rule.  Now  
 
        16  there is a new inventory being consider ed for something  
 
        17  else.  I think that inventory should be  used because that  
 
        18  was the initial plan.  And it should be  used by, also I  
 
        19  think, whoever it does benefit the most , fine.  Let it be  
 
        20  that way.  But if ARB is coming up with  a new inventory,  
 
        21  that's the inventory that should be use d.   
 
        22           MR. WALLERSTEIN:  Chairman Nic hols, would you  
 
        23  allow me to comment?   
 
        24           CHAIRPERSON NICHOLS:  Yes.   
 
        25           MR. WALLERSTEIN:  Dr. Telles, when the formula  
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         1  came before this Board, we ultimately l ooked at the bottom  
 
         2  line as to what percentage would come t o our region.  As I  
 
         3  mentioned originally, we had an alterna tive formula we  
 
         4  thought was much more appropriate that frankly would have  
 
         5  provided a higher percentage to South C oast.  But in the  
 
         6  spirit of cooperation, we agreed to the  bottom line  
 
         7  number.  So I don't know about the new truck inventory,  
 
         8  and I don't know which way the numbers would go, but we  
 
         9  think the current allocations as I said  are appropriate.   
 
        10           I again want to point out that  -- and I'm not  
 
        11  going to argue with the physician about  percentage  
 
        12  statistics per population base.  But I believe if you look  
 
        13  at the total number of individuals, bec ause our population  
 
        14  basis is three or four times higher, ev en if our incident  
 
        15  rate is a little bit lower, the overall  number of  
 
        16  individuals suffering respiratory illne ss in South Coast  
 
        17  due to air pollution is much greater th an any place else  
 
        18  simply due to the population base, and as I mentioned  
 
        19  initially, proximity.   
 
        20           CHAIRPERSON NICHOLS:  Ms. D'Ad amo.   
 
        21           BOARD MEMBER D'ADAMO:  I have a couple of  
 
        22  comments.  I think that this situation is not all that  
 
        23  different to the situation we faced sev eral years ago when  
 
        24  I first came on the Board.  Quite a bit  of conflict  
 
        25  between the Bay Area and the San Joaqui n Valley.   
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         1           And initially, I tried to make  a difference when  
 
         2  the reports came before us periodically  about transported  
 
         3  pollutants and the assignment of blame so to speak.  And  
 
         4  with the help of Lynn Terry, she was ab le to convince me  
 
         5  that we could probably actually go a lo t further if we  
 
         6  could work cooperatively -- if the Vall ey could work  
 
         7  cooperatively with the Bay Area and Sac ramento.  And we  
 
         8  formed a Committee -- I can't remember the name of the  
 
         9  Committee.  I think it was North State Coordinating  
 
        10  Committee.   
 
        11           But the three districts got to gether and over a  
 
        12  period of time I think that we really d id make a  
 
        13  difference.  We were able to compare re gulations between  
 
        14  the two districts and the districts wor k much better now.   
 
        15  And I think that we can do something si milar in this  
 
        16  context.   
 
        17           I'm not interested in reopenin g it.  I think that  
 
        18  the vote was pretty clear that the Vall ey does not have  
 
        19  the votes to make a change.  But the is sues remain.   
 
        20           I think that the Chairman did a good job of  
 
        21  outlining some of the ongoing concerns that the Valley  
 
        22  has.  Unemployment is high.  The recess ion has hit the  
 
        23  Valley more so than the rest of the sta te.  And I would  
 
        24  welcome the opportunity to have the dis trict sit down.   
 
        25  I'd be willing to participate, as well perhaps Mayor  
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         1  Loveridge would be willing to participa te, and see what we  
 
         2  can do to find some creative solutions,  so that maybe the  
 
         3  money can work best in both districts l ooking for  
 
         4  additional projects that might provide benefits to both  
 
         5  corridors.   
 
         6           So I think that would be a bet ter approach than  
 
         7  reopening the guidelines and going thro ugh the  
 
         8  percentages, because in the end, I thin k that it forces  
 
         9  extreme positions on both sides and may  not accomplish  
 
        10  anything.  May not change anything in t he end anyway.   
 
        11           So my question to you is, woul d you and your  
 
        12  staff be willing to sit down and go thr ough a process -- 
 
        13           MR. WALLERSTEIN:  As an Execut ive Officer, am I  
 
        14  going to come before the Air Board and say we wouldn't  
 
        15  have a meeting and sit down and work to gether?  Of course,  
 
        16  we'll sit down.   
 
        17           And we've actually had one mee ting previously  
 
        18  between our boards.  We would welcome a nother meeting.  I  
 
        19  think again there are broad issues wher e we should be  
 
        20  working better together.  And I'd like to see us get past  
 
        21  this one.   
 
        22           BOARD MEMBER D'ADAMO:  And I w ould concur that  
 
        23  getting past this one I think the resul t would be that the  
 
        24  districts would work together.  Why hav e one district go  
 
        25  to Washington one week and the next dis trict the next  
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         1  week.  Also opportunities for pulling t ogether NGOs and  
 
         2  the private sector into a delegation th at would seek  
 
         3  additional funds.  I think that that wo uld be the ultimate  
 
         4  goal, not just working out some changes  with these  
 
         5  projects or how the formulas are alloca ted.   
 
         6           CHAIRPERSON NICHOLS:  Your sug gestion on that  
 
         7  point is well taken.   
 
         8           Ms. Riordan.   
 
         9           BOARD MEMBER RIORDAN:  Just to  add onto that, I  
 
        10  think you'll do very well at having som e discussions.   
 
        11           But it did occur to me while y ou were all talking  
 
        12  that there are trucks that must go betw een the two  
 
        13  districts.  And those trucks, I don't k now where the  
 
        14  ownership is of the trucks that move up  and down,  
 
        15  particularly the five.  But there might  be some  
 
        16  opportunities to work together on those  kinds of trucks  
 
        17  and share in helping them to get some s ort of improvement,  
 
        18  because they're going to help both dist ricts.  Thank you.   
 
        19           CHAIRPERSON NICHOLS:  Other co mments?   
 
        20           BOARD MEMBER ROBERTS:  I just want to clarify.  I  
 
        21  thought I heard that if we were to make  any changes you  
 
        22  were making, those should go back to th e public workshop?   
 
        23           MR. WALLERSTEIN:  Yes.  If the re was to be any  
 
        24  changes in the allocation formula, sinc e this was not  
 
        25  really brought up in the current proces s, it should go  
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         1  through an appropriate public process.   
 
         2           BOARD MEMBER ROBERTS:  The $10 ,000 reduction has  
 
         3  not been aired in the workshop.   
 
         4           CHAIRPERSON NICHOLS:  No.  Hav en't heard anybody  
 
         5  challenging that procedural issue here.   I think the  
 
         6  problem with any change in the allocati on formula -- 
 
         7           BOARD MEMBER ROBERTS:  I wasn' t suggesting that.   
 
         8  I understand -- I'm not questioning the  formula.   
 
         9           CHAIRPERSON NICHOLS:  It's a g ood observation.   
 
        10           BOARD MEMBER ROBERTS:  I'm loo king for equity.   
 
        11  That's all.   
 
        12           CHAIRPERSON NICHOLS:  Other co mments here?  Yes.   
 
        13           Dr. Telles.   
 
        14           BOARD MEMBER TELLES:  Mrs. Rio rdan made a very  
 
        15  pertinent comment and suggestion to max imize efforts in  
 
        16  trucks that use both corridors.  I don' t know if that's  
 
        17  been done or coordinated.  Maybe our Ai r Pollution Control  
 
        18  District office can tell us that.   
 
        19           I do know there is about 80,00 0 trucks that  
 
        20  travel through the San Joaquin Valley t hat just use it as  
 
        21  a conduit, and we don't get any economi c benefit from  
 
        22  those trucks.  But we certainly do get their air  
 
        23  pollution.  Do you know if there is any  coordinated effort  
 
        24  going on right now?   
 
        25           CHAIRPERSON NICHOLS:  I might ask Ms. Marvin to  
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         1  comment on this.  Having been through s everal rounds of  
 
         2  this myself and many requests in betwee n for extra effort,  
 
         3  one of the things that I think I've lea rned is that the  
 
         4  larger trucking companies and the firms  that generally  
 
         5  travel the longest distances also tend to be the ones that  
 
         6  have the newest trucks.  But maybe you can add a little  
 
         7  bit to that.   
 
         8           ASSISTANT DIVISION CHIEF MARVI N:  Certainly.   
 
         9           This issue was raised by Ms. D 'Adamo back in  
 
        10  February 2008 when the Board originally  adopted the  
 
        11  guidelines.  We did a quick analysis of  the data we have,  
 
        12  because we anticipated the question wou ld come up.   
 
        13           To say of the trucks that are being funded by  
 
        14  agencies and the different regions, how  much of the travel  
 
        15  for those trucks happens in alternate r egions.  So I can  
 
        16  give you a couple of examples.   
 
        17           In the Bay Area, which has spe nt most of the  
 
        18  funding so far on drayage trucks, about  20 percent of the  
 
        19  travel for the trucks that have gotten grants from the Bay  
 
        20  Area happens within the Central Valley corridor.   
 
        21           Interestingly, the same thing is true for trucks  
 
        22  that have been funded by the San Joaqui n Valley District.   
 
        23  About 80 percent of their travel is wit hin the Central  
 
        24  Valley corridor.  About 20 percent is w ithin the Bay Area.   
 
        25           There's also some back and for th with the Los  
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         1  Angeles area with the South Coast area.   We don't have all  
 
         2  of the data for the trucks that have be en funded in the  
 
         3  South Coast corridor, but we expect to get that within the  
 
         4  next couple months, and we expect to lo ok at the through  
 
         5  traffic we were expecting from longer h aul trucks funded  
 
         6  by South Coast but that transit up and down the Valley.   
 
         7  So there is definitely some of that goi ng on.   
 
         8           And as more of the funding shi fts from drayage  
 
         9  trucks to non-drayage trucks, we expect  there to be more  
 
        10  of this longer distance travel where th e trucks have to  
 
        11  pass through the Valley in order to get  from one side of  
 
        12  the state to the other.   
 
        13           CHAIRPERSON NICHOLS:  But thos e that are  
 
        14  traveling the longest distances tend to  be those that have  
 
        15  better economic ability to adapt to the  regulations that  
 
        16  are coming along also; isn't that right ?  In general.   
 
        17           ASSISTANT DIVISION CHIEF MARVI N:  Generally, yes.   
 
        18  And we see that particularly with inter state fleets.  When  
 
        19  you're looking at the fleet within Cali fornia, at least  
 
        20  the fleets that are applying for Propos ition 1B money,  
 
        21  we're seeing a mixture of middle-aged t rucks that are  
 
        22  traveling longer distances, as well as the older trucks  
 
        23  that are more local.   
 
        24           The one thing I've learned in this process is  
 
        25  it's hard to make any generalizations t hat are true,  
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         1  because there's really a broad mixture of different kinds  
 
         2  of projects and trucks and companies wh o own them.   
 
         3           BOARD MEMBER RIORDAN:  And Mad am Chair, they may  
 
         4  also be seasonal.  I'm thinking of the Valley crops that  
 
         5  may come down into the central market i n L.A. for  
 
         6  disbursal.  And my hunch is those are o lder trucks.   
 
         7           But I know what you're talking  about the big long  
 
         8  haul trucks.  I'm thinking of the short er haul that are  
 
         9  bringing in crops and things.   
 
        10           CHAIRPERSON NICHOLS:  Well, we 've now had a  
 
        11  significant airing of this issue.  I th ink we need to move  
 
        12  on.  But thank you very much.  Apprecia te your being here  
 
        13  today.   
 
        14           BOARD MEMBER D'ADAMO:  If I ma y, when that data  
 
        15  comes out, I think that might be the ti me to get the  
 
        16  districts together, when we have more i nformation.  And if  
 
        17  staff could notify the districts at tha t point.  And I  
 
        18  would like to be notified.  I don't kno w if Dr. Telles.   
 
        19  Maybe Mayor Loveridge as well.   
 
        20           CHAIRPERSON NICHOLS:  Okay.  M r. Steinberger from  
 
        21  Bay Area.   
 
        22           MR. STEINBERGER:  Good morning , Chairperson  
 
        23  Nichols and members of the Board.  My n ame is Joseph  
 
        24  Steinberger.  I'm the principle planner  with the Bay Area  
 
        25  Air Quality Management District.  I've been overseeing the  
 
 
 
 
 
 
 



                                                                     50 
         1  goods movement program there.  We are v ery happy to be  
 
         2  here this morning to provide our suppor t to the staff's  
 
         3  proposed changes to the guidelines.   
 
         4           In regards to the changes, the  district is very  
 
         5  supportive of many of the changes being  proposed.  Among  
 
         6  those that we strongly support are:   
 
         7           The merging the port drayage t rucks and on-road  
 
         8  trucks into one category;  
 
         9           The reduction in California tr uck operations to  
 
        10  90 percent, and we've heard that even f urther reductions  
 
        11  would be appreciated, such as those for  the Carl Moyer  
 
        12  program;  
 
        13           The increased funding for 2010  engine model year  
 
        14  trucks also the funding of retrofits th at would decrease  
 
        15  NOx emissions to 2007 engine model year s;  
 
        16           The streamlining of documentat ion for truck post  
 
        17  inspections and mileage determinations.   We've determined  
 
        18  that's been a very large administrative  burden for us.  So  
 
        19  streamlining that would be greatly appr eciated -- or will  
 
        20  be greatly appreciated.   
 
        21           Availability to fund fully ele ctric yard  
 
        22  equipment;  
 
        23           Provisions allowing grantees t o re-apply for  
 
        24  I-bond funding on a prorated basis.   
 
        25           And finally, we strongly suppo rt the reallocation  
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         1  of the $60,000,000 that could be used f or cargo ships at  
 
         2  berth and also cargo handling equipment .   
 
         3           The district has been working with the Port of  
 
         4  Oakland very successfully in the first year of this  
 
         5  funding to reduce emissions surrounding  the highly  
 
         6  impacted area around the Port of Oaklan d.  So this would  
 
         7  help us continue that effort.   
 
         8           In regards to measures that we  would like to see  
 
         9  possibly some changes to, we heard alre ady this morning  
 
        10  that two-and-a-half of the eight that w e came with have  
 
        11  already been addressed.  So we're very happy to hear that.   
 
        12  The first of those was the ability to r ecoup our  
 
        13  administrative costs up front.  We woul d like to request  
 
        14  100 percent.  We've heard from staff th at you're willing  
 
        15  to go 90 percent.  So we're happy.  If you go the other  
 
        16  ten percent, we would be even happier.   
 
        17           Also secondly is the use of AB  923 and AB 118  
 
        18  funds as matched, to be able to use tho se would be helpful  
 
        19  to give us the flexibility.  Sometimes when the state bond  
 
        20  funding doesn't come through, these pro grams do.  That  
 
        21  would allow us to do that.   
 
        22           Also to allow vouchers for gra ntees for trucks  
 
        23  and marine projects would be very helpf ul.  Hopefully,  
 
        24  you'll look at that again.   
 
        25           Also to allow the districts to  request 100  
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         1  percent of the cost of projects upon ob ligation by our  
 
         2  Board.  So once our Board-approves proj ects on a list,  
 
         3  that we could recoup 100 percent of tha t.  Otherwise, we  
 
         4  go out with contracts, and it makes it very difficult for  
 
         5  our legal team to stand behind those if  the money doesn't  
 
         6  come through.   
 
         7           Three more items.   
 
         8           Allow I-bond money provided to  projects to be  
 
         9  available for loan guarantees, allow sh ipping lines to do  
 
        10  shore side or ship side shore power.   
 
        11           Require companies providing le ase-to-own services  
 
        12  to be pre-approved by the Air Resources  Board.  That's one  
 
        13  we heard that they will be doing, so we  are very happy  
 
        14  about that.   
 
        15           And to reduce in-state operati on of harbor craft  
 
        16  90 percent.  That's another one we hear d.   
 
        17           So thank you very much for the  opportunity to  
 
        18  present our comments.   
 
        19           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        20           Omar Benjamin, followed by Ric hard Sinkoff and  
 
        21  Mike Jacobs.  We're moving on to the po rts.   
 
        22           MR. BENJAMIN:  Good morning, C hair Nichols and  
 
        23  members of the Air Resources Board.   
 
        24           My name is Omar Benjamin, Exec utive Director of  
 
        25  the Port of Oakland.   
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         1           I want to start out by thankin g you and your  
 
         2  staff for working with us and our commu nity and the air  
 
         3  district, the Regional Bay Area Air Qua lity District, in  
 
         4  improving our air quality.  You know we  passed a very  
 
         5  strict truck ban that's been working qu ite nicely, and you  
 
         6  recently helped us on the transition fo r truckers.  So we  
 
         7  appreciate that.   
 
         8           We also appreciate that, worki ng with your staff,  
 
         9  there has been improvement on the guide lines.  But what  
 
        10  we're here to discuss and raise is that  we believe that  
 
        11  there's still more work to be done.  An d we'd like your  
 
        12  help in directing your staff to improve  the flexibility.   
 
        13  So we can submit a feasible application  so we can achieve  
 
        14  the goal that we all set out to accompl ish.  The goal is  
 
        15  the same.  The challenge is the game.  The impact is the  
 
        16  same.   
 
        17           But the ports are not all the same.  Although  
 
        18  we're a port, L.A. and Long Beach have greater resources.   
 
        19  And so that's where the challenge is an d why we're asking  
 
        20  for flexibility in three particular are as.  Please allow  
 
        21  greater flexibility in the match.  As y ou know, to realize  
 
        22  shore power, it requires three basic el ements:   
 
        23  Improvement on the land side, improveme nt relative to the  
 
        24  ships, and improvement on the terminal.   And that involves  
 
        25  three basic partners:  The carriers, th e terminal  
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         1  operators, the ports working with you, and the community,  
 
         2  et cetera.  And so we feel that the inv estment in the work  
 
         3  that is being done by the carriers shou ld qualify as a  
 
         4  credit, as a match, as an example.   
 
         5           The funding, it's important --  I think you've  
 
         6  heard from our colleagues at the air di strict that there  
 
         7  is a cash flow issue here.  So we reque st that funding be  
 
         8  made available up front as an example.   
 
         9           And also to achieve the goal, we're already  
 
        10  challenged in meeting the deadline as i t is, and that we  
 
        11  hope that you look towards the flexibil ity of the projects  
 
        12  that achieve the goal should qualify fo r funding as well.   
 
        13           And then lastly, in the flexib ility, the  
 
        14  description of the project description.   To realize  
 
        15  shore-side power, it's not just the wor k on the terminal.   
 
        16  We talked about work on the ships.  But  also there is a  
 
        17  lot of work and expense associated with  bringing the power  
 
        18  from a substation to the terminal.  And  depending on the  
 
        19  Board, on the berth, and the cost and t he scale, the  
 
        20  contamination of the site, that cost co uld vary.  So we'd  
 
        21  ask additional flexibility of project d escription.   
 
        22           In turn, we thank you and hope  you direct your  
 
        23  staff to work with us to create more fl exibility so we can  
 
        24  submit a cost feasible application.  Th ank you.   
 
        25           CHAIRPERSON NICHOLS:  Thank, s ir.   
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         1           Richard Sinkoff and Mike Jacob s and Tim Schott.   
 
         2           MR. SINKOFF:  Good morning, Ch airman Mary Nichols  
 
         3  and ARB members and staff of the ARB an d members of the  
 
         4  public.   
 
         5           I'm Richard Sinkoff, the Port of Oakland Director  
 
         6  of Environmental Programs and Planning.    
 
         7           And I'm here also to express o ur appreciation to  
 
         8  the air district staff in reflecting th e comments that the  
 
         9  Port of Oakland submitted in our letter s of March 5th and  
 
        10  also March 24th.  We especially appreci ate the  
 
        11  reallocation of some of the truck funds , the 60 million  
 
        12  extra dollars to shore power, and also the reflection of  
 
        13  the particular cost at the Port of Oakl and, our at-berth  
 
        14  costs which are different from the othe r ports so that we  
 
        15  can implement feasible project.   
 
        16           However, we do have some gener al comments.  As  
 
        17  Executive Director Benjamin said, we fe el that the  
 
        18  guidelines, particularly as they define  eligible cost, are  
 
        19  simply not flexible enough.  They do no t reflect the  
 
        20  investments that are being made by our private sector  
 
        21  customers to build what is a public ass et that serves  
 
        22  public health and the public interest.  So we ask you  
 
        23  again to work very closely with us as w e move forward on  
 
        24  our shore power program.   
 
        25           We do intend to submit an appl ication.  And we  
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         1  really believe that working closely wit h the air district  
 
         2  staff we can submit a successful applic ation that will  
 
         3  achieve the emission reductions goals t hat we all aspire  
 
         4  to and deliver emission reductions of p ublic health to our  
 
         5  local community.   
 
         6           Thank you.   
 
         7           CHAIRPERSON NICHOLS:  Thank yo u.   
 
         8           MR. JACOBS:  Good morning, Mad am Chairman and  
 
         9  Board members.   
 
        10           Mike Jacob, Vice President of Pacific Merchant  
 
        11  Shipping Association.  We represent oce an carriers and  
 
        12  marine terminal operators that operate at all of  
 
        13  California public ports.   
 
        14           We're here essentially to rest ate what we've said  
 
        15  in our written submission to you, which  you received this  
 
        16  morning.  We've had a good working dial ogue during the  
 
        17  workshop process and over the course of  the last year with  
 
        18  staff.  We appreciate many of the chang es that they've  
 
        19  made and improvements to the guidelines .   
 
        20           However, our main point is tha t you really need  
 
        21  to look at considering the full $325 mi llion in project  
 
        22  costs that were submitted to you by the  ports during the  
 
        23  workshop process for funding.  We have a bit -- as you've  
 
        24  heard from both Mr. Sinkoff and Mr. Ben jamin from the Port  
 
        25  of Oakland, we have a bit of a caesar's  issue here.  We  
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         1  take some exception to the comments mad e by staff that  
 
         2  what's being asked for is 100 percent o f the project costs  
 
         3  for cold ironing.  That's far from the case.  The total  
 
         4  project costs with cold ironing set by this Board and  
 
         5  estimated by the Board is $1.8 billion.   $1.8 billion to  
 
         6  achieve the 2014 benchmarks.  And that' s a cost that for  
 
         7  good or ill our industry is striving to  finance in the  
 
         8  face of losing 15 to $20 billion in 200 9 alone in ocean  
 
         9  carriage.   
 
        10           What we're asking you to consi der is to invest  
 
        11  public money into the public assets tha t then facilitate  
 
        12  early and extra emissions beyond that 2 014 baseline.  So  
 
        13  for investing public money into an asse t that's managed  
 
        14  for the benefit of the state, the ports  managed  
 
        15  infrastructure owned for the benefit of  the state of  
 
        16  California, you can receive from privat e industry the  
 
        17  benefit of early and extra emissions re ductions if you  
 
        18  forward the money to the ports.   
 
        19           If you don't forward the money  to the ports now  
 
        20  in an amount that's significant enough for them to feel  
 
        21  there's a commercial component to us th at's successfully  
 
        22  implementable, which means you need to provide an  
 
        23  incentive for us to choose to provide a dditional emissions  
 
        24  to you above our 2014 baseline.  And es sentially what you  
 
        25  have in front of you is a deal.  The de al is you can  
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         1  provide the ports enough resources to c ome up with a way  
 
         2  to partner with us to provide earlier e xtra emission  
 
         3  reductions or you just get the regulato ry baseline.   
 
         4           As regulators, I do not blame this Board and I  
 
         5  see exactly where you're coming from wi th saying, "That's  
 
         6  fine.  We set a baseline.  Let's let pe ople work towards  
 
         7  that."  But administrators of the Prop.  1B funds, we feel  
 
         8  that's unacceptable.   
 
         9           I'd like to summarize by sayin g when Prop. 1B was  
 
        10  passed and the California ports infrast ructure investment  
 
        11  account was set up, it was set up speci fically to fund  
 
        12  projects like this.  We want to see thi s go forward.  We'd  
 
        13  like to provide you with early and extr a emissions.  But  
 
        14  it only happens if the projects are fea sible, and we don't  
 
        15  believe the projects are feasible, unle ss the public  
 
        16  portion of them is actually fully funde d by public  
 
        17  dollars.   
 
        18           CHAIRPERSON NICHOLS:  Thank yo u.  Appreciate your  
 
        19  comments.  They're well thought through .   
 
        20           Mr. Schott, and then we're goi ng to turn to  
 
        21  Irvinder Dhanda and Lakhbir Bhambra.   
 
        22           MR. SCHOTT:  Madam Chair and B oard members, Tim  
 
        23  Schott on behalf of the California Asso ciation of Port  
 
        24  Authorities, which is comprised of the state's eleven  
 
        25  commercial publicly-owned ports.   
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         1           Thank you for the opportunity to speak today.   
 
         2  Want to also thank your staff.  We've w orked closely with  
 
         3  them over the months and greatly apprec iate what we  
 
         4  consider to be improvements that have t aken place to the  
 
         5  program.   
 
         6           Much of what I was going to sa y has been said by  
 
         7  the last two speakers.  But what I woul d like to do is  
 
         8  give you a tiny bit of Ports 101.  I kn ow many of you may  
 
         9  be familiar with the California ports s ystem.  But we have  
 
        10  a tendency in the public arena when we think of California  
 
        11  ports to think of Los Angeles, Long Bea ch which are mega  
 
        12  ports, some of the largest ports in the  world, let alone  
 
        13  the nation or California.  Approximatel y 90 percent of the  
 
        14  goods going into California go through L.A. and Long  
 
        15  Beach, perhaps eight to nine percent in to Oakland, and the  
 
        16  remainder split between the eight niche  ports that serve  
 
        17  local and regional markets.   
 
        18           This is very important to keep  in mind, because  
 
        19  it speaks directly to available resourc es and feasibility  
 
        20  of projects.  What may be feasible at o ne port is not  
 
        21  necessarily feasible at another port.  And we want to  
 
        22  highlight this, remind you that Califor nia's ports are  
 
        23  public agencies holding land and trust for all of  
 
        24  Californians for the public interest.  We believe that we  
 
        25  would see better use of some of those d rayage truck funds  
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         1  that are proposed to be re-allocated to  other trucks stay  
 
         2  within port facilities to improve emiss ion reductions in  
 
         3  the communities around California's por ts.  Thank you for  
 
         4  your time.   
 
         5           CHAIRPERSON NICHOLS:  Thank yo u.   
 
         6           We're going to be moving on no w to three people  
 
         7  who have listed themselves with NCPRTA.   I don't recognize  
 
         8  the acronym.  It's Irvinder Dhanda, Lak hbir Bhambra, and  
 
         9  Ed Juarez.  Please come forward.   
 
        10           MR. DHANDA:  Good morning, eve rybody.  Thanks,  
 
        11  Mary Nichols and the Board, for this op portunity.  I  
 
        12  represent Northern California Port Rail  and Truckers  
 
        13  Association.   
 
        14           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        15           MR. DHANDA:  Okay.  The thing is we represent  
 
        16  about 1300 truck drives and owner-opera tors of the Port of  
 
        17  Oakland, and it's a nonprofit organizat ion.   
 
        18           I just heard a little while ag o, they said they  
 
        19  have enough trucks right now at the por t, you know,  
 
        20  because it's a slow season.  They do no t enough trucks.   
 
        21  Coming in May when there's more import/ export starts, we  
 
        22  will not have enough trucks.   
 
        23           And another thing is, you know , there was a lot  
 
        24  of drivers.  They couldn't put their ap plications in,  
 
        25  because they were out of the county, th ey were denied, and  
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         1  the funds will run out.  So they didn't  even take their  
 
         2  applications.  And those people are out  of job right now.   
 
         3  And, you know, it's very hard for them to support their  
 
         4  family.   
 
         5           And there is a lot of money st ill left.  That  
 
         6  money should not go back -- like $6 mil lion, and that  
 
         7  should be distributed to the drivers an d start taking new  
 
         8  applications for the people who couldn' t apply, they were  
 
         9  out in the country or sick or something .  Because what  
 
        10  happened is the timing limit was very s hort.  And they  
 
        11  could not come to that time they were t aking the  
 
        12  applications, and time was very short.  So they couldn't  
 
        13  even apply.  So we would really recomme nd, if you can  
 
        14  please start opening the applications a gain so those  
 
        15  truckers have the opportunity.   
 
        16           That's all I can say.  And my partner is going to  
 
        17  tell you.  Thank you very much.   
 
        18           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        19           Mr. Bhambra and Mr. Juarez.   
 
        20           MR. BHAMBRA:  Good morning, ev erybody.  My name  
 
        21  is Lakhbir Bhambra, and I represent als o the  
 
        22  owner-operators they operate through th e Port of Oakland  
 
        23  and rail yards.   
 
        24           Mayor of Oakland has been work ing on behalf of  
 
        25  this Truckers Association, and he has d riven a letter  
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         1  directly to Ms. Nichols, and also I wro te a letter.  I  
 
         2  hope you got it.  Only two issue are in  here.  The Port of  
 
         3  Oakland is telling you guys that they h ave enough trucks.   
 
         4  Comes to April 30th, the extension is o ver.  See how many  
 
         5  people have done their retrofits.  The contracts are not  
 
         6  through yet with Bay Area Air Quality M anagement District.   
 
         7  Nobody ever received a contract yet.   
 
         8           Your own people are approved t o do the retrofit.   
 
         9  They are declining people.  The people are put ahead to do  
 
        10  the financing.  They don't want to do t he financing due to  
 
        11  there is no equity in the trucks.   
 
        12           Bay Area Air Quality is tellin g us $5,000 is  
 
        13  enough when originally granted the $22 million come to the  
 
        14  first phase.  People received 19,000 do llar each.  It's  
 
        15  not fair giving us $5,000.  We tried to  get $8,000 each  
 
        16  from the federal government.  Federal g overnment declined  
 
        17  telling us, telling the mayor, why you need the money when  
 
        18  there is $6 million sitting in the Stat e funds.  What  
 
        19  emergencies is there that we should fun d?   
 
        20           Therefore, Bay Area Air Qualit y telling your  
 
        21  department take the six million back.  But we are in  
 
        22  opposition of that.  And we are asking your support in  
 
        23  that not to send that $6 million.  Thos e people have  
 
        24  already qualified for $5,000.  They sho uld be given that  
 
        25  $6 million so they don't have to carry the burden of the  
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         1  loan and make the payments every month.   That's a request.   
 
         2           And please see very carefully Mayor Dellum's  
 
         3  letter and our letter.  This is his cit y.  I think he's  
 
         4  the main person.  He's telling the righ t thing to do.   
 
         5           We will have better government .  And we need this  
 
         6  funding if can be unrestricted to repla cement instead of  
 
         7  doing the retrofit.  Retrofit is not wo rking.  And plus we  
 
         8  have to waste lot of time to do the ret rofit when we can  
 
         9  move onto buy the newer truck with that  money by putting a  
 
        10  down payment in ours.  And we have the newer truck with  
 
        11  less problem, then we can replace the t ruck when the time  
 
        12  come in 2014 to replacement with 2008 t ruck.  At that  
 
        13  time, 2008 truck fully equipped will be  20 to 30,000  
 
        14  range.   
 
        15           Thank you very much.   
 
        16           CHAIRPERSON NICHOLS:  Mr. Juar ez.   
 
        17           MR. JUAREZ:  Good morning, eve rybody.  Thank you  
 
        18  for giving us the opportunity to speak at this meeting.   
 
        19           I'm with the NCP also.  Thank you.  I'm  
 
        20  representing Aquatis (phonetic) Truckin g.   
 
        21           And I just want to follow up w ith what he said.   
 
        22  And we have an issue with like 400 of t he 660 drivers  
 
        23  apply for the $5,000 funding with the B ay Area AQMD.  And  
 
        24  we have like 400 people.  They put a th ousand dollar to  
 
        25  deposit in December towards the filter and a few applied  
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         1  for replaced truck to get a 2006 truck.   But for the lack  
 
         2  of credit, it was denied with the repla ce the trucks.  And  
 
         3  now they facing the retrofits.  They sa y a thousand  
 
         4  dollars is not enough to order the filt er.  And now the  
 
         5  vendors -- they wait to get the money t o the vendors to  
 
         6  order the filter.  But Cascade Sierra w ait for the Bay  
 
         7  Area to release the $5,000 so looking t hey hold.  So I  
 
         8  understand those people, they put a tho usand dollars,  
 
         9  they're not going to get the extension to June.   
 
        10           And I just want to ask you ple ase give us the  
 
        11  opportunity to stay in the pipeline and  get another  
 
        12  two-month extension like the others, be cause we need more  
 
        13  time.  And we appreciate your considera tion of this and  
 
        14  thank you very much for your attention.    
 
        15           CHAIRPERSON NICHOLS:  Thank yo u.  We could stop  
 
        16  and address this issue right now or wai t until the end.    
 
        17  I think we'll wait.  This is one I woul d like to hear from  
 
        18  staff on.   
 
        19           Todd Campbell and Randall Frie dman and Shankar  
 
        20  Prasad.   
 
        21           MR. CAMPBELL:  Good morning, M adam Chair and  
 
        22  members of the Board.   
 
        23           Todd Campbell, Policy Director  for the -- oh,  
 
        24  gosh.  I almost said Clean Air.  Clean Energy.  That was  
 
        25  in a former life.   
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         1           I want to say that we support Prop. 1B and the  
 
         2  intent and goals this program sets out to achieve.  We  
 
         3  think it's done a tremendous job, and w e're proud that we  
 
         4  have 600 trucks as part of the program,  achieving some of  
 
         5  the most stringent emissions standards to date by this  
 
         6  agency and federal government, as well as reducing  
 
         7  greenhouse gases up to 23 percent with our product.  And  
 
         8  so we're very appreciative of the effor ts and hard work  
 
         9  especially Board Member Berg has done.   
 
        10           But we're also very supportive  of the amendments  
 
        11  to include other state funds that advan ce greenhouse gas  
 
        12  goals.  As you know, Clean Energy is a strong supporter of  
 
        13  AB 32, and we thank you for your leader ship on those  
 
        14  issues.   
 
        15           Some of the concerns that we d o have that we'd  
 
        16  like to raise with you deal with -- to do with the drayage  
 
        17  to non-drayage issue.  I would say Ms. Marvin had  
 
        18  mentioned most of these ports are requi ring newer trucks  
 
        19  to enter the gates.  But I would also h ighlight the fact  
 
        20  that there are issues with older trucks  meeting newer  
 
        21  trucks that get in the gates, pull out the goods, and then  
 
        22  meet them outside the gates to take tho se goods to other  
 
        23  destinations.   
 
        24           So in some cases, the pollutio n issue actually  
 
        25  has only moved about a couple 100 yards .  And that is a  
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         1  big problem.  So we're discouraged abou t drayage competing  
 
         2  with non-drayage trucks.  Because as yo u know, drayage  
 
         3  trucks don't have the miles, and they c an't compete.  That  
 
         4  is a big issue.  And we want to encoura ge those drayage  
 
         5  trucks, all of them, to convert to clea ner modes of  
 
         6  operation.   
 
         7           The other issue that we're con cerned about is  
 
         8  we're funding, in some program proposal s, 2007 emission  
 
         9  projects as opposed to 2010 projects wh en we're in 2010.   
 
        10  And certainly we believe that your inte nt is to push us to  
 
        11  2010 and beyond emission levels for cri teria air  
 
        12  emissions.  We would have liked to have  seen the  
 
        13  categories not ease those emission stan dards and continue  
 
        14  to propose or move forward with the tou ghest emission  
 
        15  standards, which is the 2010 emission s tandards.  And  
 
        16  that's it.   
 
        17           We do not believe also that th e use of FELs  
 
        18  should be allowed for compliance under 2010 emission  
 
        19  projects.  Certainly, we had, for examp le, our own product  
 
        20  has met the 2010 certification level fo r three years now.   
 
        21  So there has been product that has been  available in the  
 
        22  marketplace, and we should continue to support that type  
 
        23  of product over products that do not me et 2010 emission  
 
        24  levels on their own merit.   
 
        25           And finally, we believe it's h igh time to  
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         1  eliminate PM retrofits from the program .  We realize this  
 
         2  probably is not a reality today.  But i n the future, we  
 
         3  would argue that we should be requiring  PM retrofits  
 
         4  without 30-year bond subsidies.   
 
         5           Thank you.   
 
         6           CHAIRPERSON NICHOLS:  All righ t.  Thank you.   
 
         7  Randal Friedman and then Shankar Prasad  and Sean Edgar.   
 
         8           MR. FRIEDMAN:  Madam Chair, le t me start with an  
 
         9  apology for late testimony between a Ne w York Times  
 
        10  article on Tuesday and listening to thi s, I was actually  
 
        11  here for AB 32.  But I've had one of th ose great moments  
 
        12  of clarity tying several issues togethe r.  And it involves  
 
        13  irony.   
 
        14           And I'm here on behalf of the U.S. Navy.   
 
        15           To me, the irony is at a time when you have  
 
        16  50 percent of the ships going in and ou t of the ports of  
 
        17  L.A. and Long Beach, noncomplying, and avoiding compliance  
 
        18  with your sulfur rule and adding perhap s as much as 15  
 
        19  tons per day of NOx because of that non compliance, you're  
 
        20  now here looking to hand out several hu ndred million  
 
        21  dollars of taxpayer money to reduce the  same NOx that  
 
        22  these ships are adding to the inventory  because of their  
 
        23  noncompliance.   
 
        24           Now, the New York Times articl e has put this all  
 
        25  out in the public now, and it has raise d a couple of other  
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         1  interesting points.  And that is I've s poken for several  
 
         2  years about the military issues with th is noncompliance,  
 
         3  but the head of the marine exchange in Southern California  
 
         4  said in the New York Times that this no ncompliance has now  
 
         5  resulted in a far greater risk of ship collision.   
 
         6           Well, when you have laden oil tankers and  
 
         7  container ships out in national marine sanctuaries, there  
 
         8  is a significant environmental risk fro m this risk of ship  
 
         9  collision.   
 
        10           Also, three weeks ago, unfortu nately, there was  
 
        11  the first victim of this avoidance, and  that was a 42-foot  
 
        12  whale washed ashore at the Santa Cruz I sland.  The  
 
        13  National Marine Fisheries Association h as listed the  
 
        14  probable cause a ship strike.  The only  way a ship strike  
 
        15  can occur in that area is from one of t he ships that is  
 
        16  avoiding the ARB rule.   
 
        17           So I have a simple and bold pr oposal for you to  
 
        18  think about.  And that is, why don't yo u tie the $700  
 
        19  million of public money to compliance w ith your low-sulfur  
 
        20  rule?  Why don't you tell the ports -- why don't you tell  
 
        21  the shipping lines if they want to acce ss this public  
 
        22  money, they need to demonstrate complia nce with your rules  
 
        23  instead of avoiding them.  You have a s everal hundred  
 
        24  million dollar carrot you're going to v ote on today.  I'm  
 
        25  not sure you fully recognize it for the  carrot that it is.   
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         1  I think that at minimum, since you don' t have enough money  
 
         2  to fund everything, you should give som e very strong  
 
         3  incentives for shipping companies and p orts that would  
 
         4  agree to comply with your rules.   
 
         5           As it is now, the air is getti ng worse.  The  
 
         6  national security is being impacted.  T here is an increase  
 
         7  of oil spill.  And there's also potenti ally been one whale  
 
         8  that's a victim of this avoidance.  You  have the ability  
 
         9  today to try to do something about and that I would urge  
 
        10  you to consider that.   
 
        11           And again my apologies for bri nging this up late.   
 
        12  I urge you to look at that New York Tim es article from  
 
        13  Tuesday, and consider the extremity of this issue is  
 
        14  starting to get more in the public focu s.   
 
        15           Thank you.  And I'm here for a ny questions.   
 
        16           CHAIRPERSON NICHOLS:  Thank yo u, Mr. Friedman.   
 
        17           Shankar, Sean Edgar, Bonnie Ho lmes-Gen, and Tim  
 
        18  Carmichael.  And that will conclude the  presentations. 
 
        19           MR. PRASAD:  Good morning, Cha irman Nichols and  
 
        20  members of the Board.  It's a pleasure to be here.   
 
        21           And thank you Board Member San dra Berg and staff  
 
        22  for the excellent cooperation, and work ing with the  
 
        23  stakeholders to arrive at this staff re commendation.   
 
        24           You have a letter from seven g roups signed which  
 
        25  clearly supports the staff recommendati ons and  
 
 
 
 
 
 
 



                                                                     70 
         1  modifications suggested today.   
 
         2           We are in support of combining  the multiple  
 
         3  funding sources.  One concern we have i s the issue of  
 
         4  these violations.  So we strongly urge the Board to direct  
 
         5  the staff to look into the audit provis ions, enforcement  
 
         6  provisions, and to take that piece of t he action as this  
 
         7  moves forward.   
 
         8           Thank you very much.   
 
         9           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        10           Mr. Edgar.   
 
        11           MR. EDGAR:  Good morning, Chai rman Nichols and  
 
        12  Board members.   
 
        13           Sean Edgar, Executive Director  of the Clean  
 
        14  Fleets Coalition, an association of bot h nonprofit  
 
        15  associations and for-profit association s and private  
 
        16  carriers.  I'm also a member of the TRA C Committee.  And I  
 
        17  appreciate Ms. Marvin and 1B staff comi ng to our last  
 
        18  meeting and giving a good rundown for t he TRAC Committee  
 
        19  members on the progress that they're ma king today, as well  
 
        20  as hopefully in early action for the tr uck and bus rule.   
 
        21           I'll offer a few words of supp ort and then  
 
        22  conclude with a few words of caution.   
 
        23           On the positive side, I think staff is doing a  
 
        24  good job to reduce the weight limit to bring more trucks  
 
        25  down to 31,000 pounds gross vehicle wei ght rating into the  
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         1  program.  I think that can only be help ful.  Combining  
 
         2  federal and local sources of funding is  also I think a  
 
         3  very positive step.  And I'll join with  Mr. Wallerstein on  
 
         4  increasing the size of the pie.  To the  extent that our  
 
         5  associations can help increase the size  of the pie, we'd  
 
         6  be happy to do that.   
 
         7           There are a few words of cauti on on moving  
 
         8  forward.  The concept that was expresse d in the staff  
 
         9  report about sending older trucks from California up to  
 
        10  Washington State, I think that needs a little bit of work.   
 
        11  I think, if anything, the Board should look at rolling  
 
        12  back the value of that older truck into  the dismantler  
 
        13  relationship or the relationship, the a pplicant, if you  
 
        14  will, I think sending the vehicles out of state to benefit  
 
        15  out of state is not consistent with the  program.  That  
 
        16  concept needs work.   
 
        17           As much as reducing the award for a 2007 engine,  
 
        18  I'll disagree with my friend Mr. Campbe ll that while I  
 
        19  will agree with Dodd and others that th e 2010 engine  
 
        20  availability is a good thing, I think t hat cutting the  
 
        21  amount of award for 2007 engines makes it less feasible  
 
        22  for folks to do that who may not be abl e to afford the  
 
        23  step change to get to the gold standard  if you will.   
 
        24           Similarly, the RFP, the staff report talked about  
 
        25  a potential RFP for a small business lo an program, and  
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         1  that's a good thing.   
 
         2           And I'll just caution the staf f report seemed to  
 
         3  be leaning towards nonprofits as a bett er way.  I work for  
 
         4  nonprofits and there's some things that  we do well and  
 
         5  other things we may not do well.  So I' d caution you as  
 
         6  you go forward to make sure you set a v ery high bar.   
 
         7  There may be things that for-profit ent ities, with regard  
 
         8  to financing programs, can do as well o r better than  
 
         9  nonprofits.   
 
        10           Mr. Friedman indicated there s hould be a --  
 
        11  similar to his commentary, there are ex isting bad actor  
 
        12  provisions in your loan program under 1 B for truck owners.   
 
        13  It would only seem equitable that the b ad actor provisions  
 
        14  would apply to anybody who would, a, ru n your grant  
 
        15  program, or b, as Mr. Friedman was indi cating for his  
 
        16  particular interest, ask for 1B funds f rom another source  
 
        17  category.   
 
        18           Finally, on the allocation iss ue, I'll just join  
 
        19  to say we're interested to collaborate with staff and the  
 
        20  districts on that issue.  In my mind, t he $760 million in  
 
        21  the program should be all about trucks,  trucks, trucks.   
 
        22  So as we get into allocation, I would d issuade diverting  
 
        23  to other source categories, and we're i nterested in  
 
        24  continuing to work with your staff.   
 
        25           Thank you.   
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         1           CHAIRPERSON NICHOLS:  Thank yo u.   
 
         2           Bonnie Holmes-Gen and then Tim  Carmichael will be  
 
         3  our last speaker.   
 
         4           MS. HOLMES-GEN:  Good morning,  Chairman Nichols  
 
         5  and Board members.  Bonnie Homes-Gen wi th the American  
 
         6  Lung Association of California.   
 
         7           And we signed onto the letter mentioned by Mr.  
 
         8  Prasad with seven other groups in suppo rt of these  
 
         9  guidelines.  We believe that these guid elines are very  
 
        10  important to expand the use and accessi bility of the 1B  
 
        11  program funds, and we agree with your c omments on the need  
 
        12  to get these funds out quickly, get the se guidelines past  
 
        13  so we can take advantage of the bond sa les and move on to  
 
        14  achieve the early PM reductions and the  health benefits  
 
        15  and support the implementation of criti cal rules such as  
 
        16  the on-road regulation.   
 
        17           And of course these funds are becoming more  
 
        18  important in the current economic downt urn.  And we  
 
        19  appreciate the Board's work and the sta ff's work to ensure  
 
        20  that the funding is allocated efficient ly so we can have  
 
        21  maximum opportunities to get cleaner ve hicles and engines  
 
        22  deployed.   
 
        23           Want to comment that we apprec iate the change  
 
        24  that will allow better coordination of funding between  
 
        25  programs to achieve criteria pollutant and greenhouse gas  
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         1  goals.  And we're glad to hear that sta ff plans to work on  
 
         2  better incorporation of the air quality  benefits from  
 
         3  alternative fuels vehicles into the fun ding  
 
         4  considerations, and we look forward to working on these  
 
         5  changes.   
 
         6           We agree with the ongoing prio rities for funding  
 
         7  in terms of funding trucks, the next ph ase of port trucks,  
 
         8  shore power, and locomotives.   
 
         9           And the one concern that we ex pressed in the  
 
        10  letter with other groups is that the AR B should retain the  
 
        11  two-year registration requirement to be come eligible for  
 
        12  the funds.  We again have greatly appre ciated the process  
 
        13  staff has taken in engaging with stakeh olders and the  
 
        14  personal engagement of Board Member Ber g.  We appreciate  
 
        15  that and look forward to continuing to work with you in  
 
        16  the next round.   
 
        17           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        18           Mr. Carmichael, it's been a lo ng time.  
 
        19           MR. CARMICHAEL:  Thank you ver y much.  Doesn't  
 
        20  seem quite that long.  Chair Nichols, m embers of the  
 
        21  Board, it's good to be back.   
 
        22           I'm actually back wearing a di fferent hat I'm.   
 
        23  Representing the California Natural Gas  Vehicle Coalition.   
 
        24  Some of you know Pete Price who's been representing them.   
 
        25  He's moving on to a new adventure.  And  I'm looking  
 
 
 
 
 
 
 



                                                                     75 
         1  forward to working with the Board and s taff again.   
 
         2           CHAIRPERSON NICHOLS:  He's act ually moving on to  
 
         3  an old venture.  He's going back into t he capitol.   
 
         4           MR. CARMICHAEL:  That's true.   
 
         5           So the California Natural Gas Vehicle Coalition  
 
         6  has more than 20 members, companies aro und the state and  
 
         7  around the country, working to advance natural gas as a  
 
         8  transportation alternative, heavy duty and light duty.   
 
         9           We support AB 32.  And we'll c ontinue to support  
 
        10  AB 32 and hope you'll call upon us when  you're looking for  
 
        11  business support for that.   
 
        12           We support Prop. 1B and this p rogram in general.   
 
        13  We're happy to see the change allowing combining of funds.   
 
        14  You may recall that we were among the g roups that wanted  
 
        15  that from day one.  So this is a good c hange.   
 
        16           Mr. Campbell covered some of o ur concerns.  I  
 
        17  just want to touch on those.  It does m atter a lot where  
 
        18  the funding goes and where the equipmen t is being used.   
 
        19  That's why it's a big deal for our memb ers that drayage  
 
        20  trucks be given a fair shake.  It's one  thing to say  
 
        21  they're going to be able to compete.  I t's another thing  
 
        22  to look into the details and say can th ey really compete  
 
        23  if the lower mileage effectively puts t hem out of the  
 
        24  competition.  And if you don't make a c hange to address  
 
        25  this today, at a minimum, we encourage you to track this  
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         1  closely and see if we're right, if ther e is a drop-off in  
 
         2  the applications and the funding going to these trucks,  
 
         3  because you'll hear from all sorts of a dvocates that  
 
         4  that's a very important piece of the po llution puzzle in  
 
         5  protecting community health in our stat e.   
 
         6           On the traps, it shouldn't sur prise you we think  
 
         7  traps is a short-term strategy and fund ing new vehicles,  
 
         8  new engines is a longer term strategy.  And we would  
 
         9  encourage more of the funding if not al l of the funding  
 
        10  going to that, and less eliminating the  funding to the  
 
        11  traps.   
 
        12           And finally, on the 2010 versu s 2007, I think a  
 
        13  couple people have commented on this.  We are in 2010.   
 
        14  And ARB needs to be pushing the thresho ld.  It feels like  
 
        15  2007 came and went very quickly.  But w e feel like the  
 
        16  proposal before you today for updating accommodates  
 
        17  engines that are really just getting to  2007, and helping  
 
        18  them make modifications or adding on eq uipment to get to  
 
        19  2007, when really we should be pushing 2007 standards and  
 
        20  beyond.   
 
        21           Thank you very much.  Look for ward to working  
 
        22  with you all again.   
 
        23           CHAIRPERSON NICHOLS:  As far a s I know, that  
 
        24  concludes everybody who wanted to testi fy on this item.   
 
        25  So we should draw this back to a close.    
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         1           And I'll just ask, we don't ha ve a formal record  
 
         2  closing, because it's not a regulation.   But if the staff  
 
         3  has any additional comments on based on  what you heard, I  
 
         4  would like you to briefly address Ms. M arvin.  I know you  
 
         5  have spent many hours on the issue abou t the drivers at  
 
         6  the Port of Oakland.   
 
         7           I'm not sure if all the Board members are really  
 
         8  aware of how heroically she has spent h er Christmas  
 
         9  vacation, New Years Eve, and other holi days that might  
 
        10  have been holidays for other people try ing to deal with  
 
        11  this problem.  So if you would conclude  or at least talk  
 
        12  about that, and then maybe we'll have s ome other questions  
 
        13  from the Board.   
 
        14           ASSISTANT DIVISION CHIEF MARVI N:  Certainly.   
 
        15  Thank you, Chairman Nichols.   
 
        16           We have been very involved in the joint need  
 
        17  within Oakland to help truckers, many o f whom are  
 
        18  independents or small businesses, upgra de their trucks to  
 
        19  meet ARB's regulatory requirements.  An d we're aware of  
 
        20  some of the special economic challenges .   
 
        21           There is a grant that the Bay Area district  
 
        22  implemented to help truckers upgrade Po rt of Oakland  
 
        23  trucks.  What happened was that the dem and for the funding  
 
        24  was greater than the supply.  The distr ict had combined  
 
        25  its own funds and port funds as well, b ut they still ran  
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         1  out of money.  And on News Year Eve, th e State made  
 
         2  available additional funding to help th ose folks who had  
 
         3  tried to get grant money before the com pliance date of  
 
         4  January 1 of this year.   
 
         5           And so what we did was say the re is additional  
 
         6  dollars that can be used for people who  applied for money  
 
         7  in 2008 or 2009, and the terms and cond itions would be the  
 
         8  same for people who would be able to lo op back as they  
 
         9  have been for everyone else in the stat e.  By that I mean  
 
        10  if you want to put a PM retrofit on you r port truck, those  
 
        11  truckers were eligible for the same $5, 000 grant that  
 
        12  Prop. 1B offered drayage truckers and o ther truckers  
 
        13  elsewhere in the state.   
 
        14           So what we did was say that th ose who had  
 
        15  previously applied and been denied were  eligible to come  
 
        16  back in and indicate interest in this s upplemental pot of  
 
        17  money.  We worked closely with the Bay Area district to  
 
        18  try and identify the milestones to get additional trucks  
 
        19  into the grant process.  And the time f rames were short,  
 
        20  but they were also well publicized.   
 
        21           The issue was trying to get tr uckers back into  
 
        22  the grant process to get them, to indic ate interest, to  
 
        23  get them to line up supplemental financ ing and sign  
 
        24  contracts in time so their equipment co uld be ordered and  
 
        25  their trucks could be complying in earl y '20, because  
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         1  these trucks are operating under extens ions right now.   
 
         2  We're past the compliance date.   
 
         3           So the money that ARB made ava ilable had very  
 
         4  specific conditions on it.  And the key  things are that it  
 
         5  was only available for those who tried to get grant  
 
         6  funding before the compliance date to a chieve early  
 
         7  emission reductions.   
 
         8           The second thing is that it's available at the  
 
         9  same levels that we offered to every ot her truck in the  
 
        10  state.  In other words, we were not pro posing that  
 
        11  truckers at the Port of Oakland be elig ible for a greater  
 
        12  subsidy than every other trucker who to ok advantage of the  
 
        13  Prop. 1B program.  And there are roughl y 660 trucks that  
 
        14  came back in to take advantage of these  supplemental  
 
        15  grants and that are going through that process right now.   
 
        16  And we're working closely with the Bay Area district to  
 
        17  get them through the process as they're  signing contracts.   
 
        18  We've also been working with the distri ct to make sure  
 
        19  that those retrofits are ordered and th at there's time for  
 
        20  those retrofits to be delivered.   
 
        21           It's a messy process.  I don't  know how else to  
 
        22  say that.  And we are doing our best wi th both the  
 
        23  district and also with the retrofit man ufacturers and the  
 
        24  installers to try to make sure that pro duct is delivered  
 
        25  as quickly as humanly possible so that it can be installed  
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         1  on the trucks.  So that we get the publ ic health benefits  
 
         2  that the Board and the community in Oak land was expecting,  
 
         3  and we also get the opportunity to use those grants under  
 
         4  the conditions that the Board prescribe d.   
 
         5           That was kind of a long respon se.   
 
         6           CHAIRPERSON NICHOLS:  I think it explains the  
 
         7  situation though fairly.   
 
         8           Others?  We've heard testimony  generally  
 
         9  supportive with some specific proposals  for change.   
 
        10  Anybody want to put a resolution forwar d now and then we  
 
        11  can work on that. 
 
        12           CHAIRPERSON NICHOLS:  I think Supervisor Roberts  
 
        13  had an issue.   
 
        14           BOARD MEMBER ROBERTS:  I think  we all like to say  
 
        15  we're unique, and in many respects ever y area is different  
 
        16  in this, has different issues that it h as to deal with.   
 
        17           We probably are singularly the  only one that's  
 
        18  dealing with the border, which we call a land port.  And  
 
        19  so the world looks different to you.  A nd I guess I'm  
 
        20  concerned -- I'm not asking for any fav oritism or  
 
        21  anything, but why -- we shouldn't be pu tting a discount on  
 
        22  the grants that could be used in this a rea because they're  
 
        23  going to have to cross the border.  We have businesses  
 
        24  that straddle that border for all inten ts and purposes.   
 
        25  And if there were a restriction and you  couldn't go so  
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         1  many miles across it or something else,  we wouldn't have a  
 
         2  problem about that.   
 
         3           But to all of a sudden come up  with something  
 
         4  that is going to be 10,000 less, and yo u have to have a  
 
         5  GPS, and there's no retrofits or repowe rs, it just --  
 
         6           CHAIRPERSON NICHOLS:  I have s ome questions about  
 
         7  that as well frankly.  So maybe we coul d ask staff if they  
 
         8  are open to change on this, and what yo u think the adverse  
 
         9  consequences would be if we were to eli minate some of the  
 
        10  restrictions you've proposed.   
 
        11           ASSISTANT DIVISION CHIEF MARVI N:  Certainly.   
 
        12           The intention of the 90 percen t California  
 
        13  operation option was really designed in  response to the  
 
        14  data that a number of trucking firms pr ovided to us about  
 
        15  their travel, their short trips across the border to  
 
        16  Mexico, Arizona, and Nevada.  If you re member, can you  
 
        17  pull up that slide that has California operation on it?   
 
        18           When we talked to a number of the trucking firms  
 
        19  that routinely make trips from Californ ia to warehouse and  
 
        20  distribution centers right over the bor ders in all three  
 
        21  of those areas, what they told us was a bout four, five, or  
 
        22  six percent of their miles would be out side of California.   
 
        23  So we looked at that and said, all righ t, if we set it at  
 
        24  ten percent, that should be adequate to  cover these trucks  
 
        25  that are essentially -- they're Califor nia-based trucks  
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         1  and they drive almost all their miles i n California, but  
 
         2  for the small trips on the other side o f the border.  So  
 
         3  that was the population that we were re commending that the  
 
         4  Board be allowed to be eligible for.   
 
         5           CHAIRPERSON NICHOLS:  And I do n't have -- I'm not  
 
         6  questioning that, that part of it, beca use I know the  
 
         7  number is something less than ten perce nt.  It's not a  
 
         8  significant amount.  And the fact is th ey're not even --  
 
         9  they may be crossing the border, but th ey're not leaving  
 
        10  the air basin.  They're still in our ai r basin.   
 
        11           What I was questioning was for  those, we reducing  
 
        12  are the grants by 10,000, if I understa nd the latest  
 
        13  recommendation.   
 
        14           ASSISTANT DIVISION CHIEF MARVI N:  What we were  
 
        15  trying to do was recognize that if some  of the benefits of  
 
        16  the California taxpayers' investment in  these trucks would  
 
        17  not be realized within California, then  some of the level  
 
        18  of funding that's used should be less.   
 
        19           We chose to propose a flat $10 ,000 to try to keep  
 
        20  thing simple in the program so there we re fewer different  
 
        21  funding levels for all of the different  options.  I think  
 
        22  that the change that we --  
 
        23           BOARD MEMBER ROBERTS:  That's why I tried to  
 
        24  point out to you that the Carl Moyer al lows substantial  
 
        25  travel out of the state without a penal ty, without a GPS.   
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         1  But all of a sudden, for this, it's a m inuscule amount.   
 
         2  We're lowering the grants.   
 
         3           CHAIRPERSON NICHOLS:  I think the easiest way to  
 
         4  deal with this, since these projects do  end up competing  
 
         5  against other projects would be to just  strike the 10,000  
 
         6  and the GPS provision, leave it at 90 p ercent of  
 
         7  operations.   
 
         8           BOARD MEMBER ROBERTS:  Yeah, b ecause I think it's  
 
         9  probably for us at least -- it may be f ive percent.  It's  
 
        10  a relatively small number, and it just concerns me.  And I  
 
        11  didn't mind that part of it.   
 
        12           What I'm objecting to is along  with that we're  
 
        13  making a substantial reduction of the g rant.   
 
        14           CHAIRPERSON NICHOLS:  For ease  of operation in  
 
        15  one person's eyes is arbitrary in anoth er person's eyes.   
 
        16  So if the rest of the Board is willing to consider that as  
 
        17  a change, I would endorse that as an am endment to the  
 
        18  resolution.  I don't see any major disa greement.   
 
        19           BOARD MEMBER TELLES:  I have a  question on this,  
 
        20  and it doesn't have anything to do with  the ports.   
 
        21           Are all these trucking compani es based in  
 
        22  California or --  
 
        23           BOARD MEMBER ROBERTS:  Yeah.   
 
        24           BOARD MEMBER TELLES:  This doe sn't fund --  
 
        25           CHAIRPERSON NICHOLS:  You can' t get an award if  
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         1  you're not a California-based company.  And the trucks  
 
         2  have to be registered in California.   
 
         3           Okay.  Questions or issues?  Y es.   
 
         4           BOARD MEMBER D'ADAMO:  I just had a couple  
 
         5  questions about enforcement.  Todd Camp bell's concern that  
 
         6  he raised about noncompliant drayage tr ucks outside the  
 
         7  port, does staff have a response to tha t?  I'm not aware  
 
         8  of that problem.   
 
         9           And also just curious about st aff's response to  
 
        10  the suggestion made by Mr. Friedman fro m the U.S. Navy  
 
        11  about noncompliant cargo ships with reg ard to sulfur.   
 
        12           ASSISTANT DIVISION CHIEF MARVI N:  On the first  
 
        13  issue about the concern of cleaner truc ks going into the  
 
        14  port, picking up or dropping off loads or picking up a  
 
        15  load, coming outside the port, and then  transferring it to  
 
        16  a dirtier truck, that is something that  happens  
 
        17  occasionally.  It's something that we a re concerned about.   
 
        18  But it's not something that's prohibite d by ARB's drayage  
 
        19  truck regulation.  So it's legal.   
 
        20           The issue is that this is clea rly not the intent  
 
        21  of the Board's rule.  We want to be cle aning up the  
 
        22  communities around the ports and the ra il yards.  And so  
 
        23  one of the things that we can do and ar e doing is using  
 
        24  our enforcement authority, our general enforcement  
 
        25  authority for trucks, to be looking for  cases where this  
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         1  is happening and making sure that any o ther trucks that  
 
         2  are coming in meet every other one of A RB's requirements.   
 
         3  So there is no excess smoke.  There's a n engine label on  
 
         4  it.  There's no excess idling.  They're  doing their fleet  
 
         5  inspections.  So all of the other resou rces or  
 
         6  requirements that we can bring to bear,  that's the tool  
 
         7  that we're using to try to discourage t his practice.   
 
         8           BOARD MEMBER D'ADAMO:  Can you  provide that  
 
         9  information to the ports and maybe get the ports to -- I  
 
        10  mean, it's not consistent with their in tention either I  
 
        11  would imagine.   
 
        12           ASSISTANT DIVISION CHIEF MARVI N:  We certainly  
 
        13  have talked to the ports about that, an d we'll work with  
 
        14  them further.   
 
        15           The second issue you raised in  terms of the  
 
        16  noncompliant ships, right now, the fund ing that is  
 
        17  available to support shore power for sh ips is only  
 
        18  available for the land side.  So the sh ippers themselves  
 
        19  are not getting any of those dollars.  So it would be  
 
        20  difficult to tie those dollars to compl iance with the ship  
 
        21  regulations.  I don't know if Mr. Fletc her wants to add  
 
        22  anything.   
 
        23           STATIONARY SOURCE DIVISION CHI EF FLETCHER:  Well,  
 
        24  the issue that Mr. Friedman raised is o ne that we're  
 
        25  paying a lot of attention to now.  They  are in compliance  
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         1  with the regulation; they are just choo sing to go further  
 
         2  out from the shore so they're basically  avoiding the 24  
 
         3  nautical mile requirement.   
 
         4           So there are a lot of complexi ties associated  
 
         5  with this.  We're working with the Mari ne Exchange,  
 
         6  working the Navy, working with the port s to see if we can  
 
         7  come up with a solution.   
 
         8           Would point out that U.S. EPA is looking at a 200  
 
         9  nautical mile requirement that kicks in  in 2015 or  
 
        10  something like that.  So it may be a sh ort term issue for  
 
        11  us, but it is one that we are spending some attention to.   
 
        12           CHAIRPERSON NICHOLS:  We're ce rtainly looking for  
 
        13  ways to increase the level of complianc e with our rule as  
 
        14  it was intended and to get ships not to  be interfering  
 
        15  with the Navy's operations.   
 
        16           So I would strongly encourage looking at any  
 
        17  legal way that we could link funding to  compliance.  I  
 
        18  don't know if we've completely thought through what might  
 
        19  be available out there.  But certainly for the shore power  
 
        20  funding, the individual shippers are in volved in the  
 
        21  operation of the berths, as I understan d it, and there is  
 
        22  a public/private split there.  And they  are putting up a  
 
        23  fair amount of money; no question about  it.  But the ports  
 
        24  are seeking obviously a bigger public i nvestment.   
 
        25           And I understand the point tha t the PMSA is  
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         1  making in this regard.  And I'd like to  have more money  
 
         2  available for this operation as well.  I think we all see  
 
         3  that the ports are increasingly emergin g in people's minds  
 
         4  as the major economic engines that they 've always been.   
 
         5  But it hasn't been so apparent until re cent years to most  
 
         6  of the public how important they are.  And if we could  
 
         7  find ways to access some additional fun ding in the Prop.  
 
         8  1B funds that come to us, as everybody knows, a small  
 
         9  piece of what was out there in the good s movement bond, I  
 
        10  would love to find a way to do that as well.   
 
        11           So I'd like ask for a motion o n the resolution.   
 
        12  Oh, you have one more comment.   
 
        13           BOARD MEMBER BERG:  I'd like t o also move for  
 
        14  you.   
 
        15           But just in following up on yo ur comment on the  
 
        16  ports, are we comfortable that we have provided or have  
 
        17  looked at the flexibility that the port s did bring up on  
 
        18  understanding that there are three stak eholders and how  
 
        19  the matching funds are available and so  forth?   
 
        20           I would encourage that we cont inue to work with  
 
        21  the ports to make sure that we have an understanding of  
 
        22  the infrastructure that needs to be put  into place and so  
 
        23  forth and that we're helping them maxim ize -- we're  
 
        24  creating the flexibility that helps the m maximize to get  
 
        25  the job done.   
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         1           And with that, Chairman, I wou ld like to move  
 
         2  Board Item 10-3-3.   
 
         3           CHAIRPERSON NICHOLS:  Thank yo u.  Do we have a  
 
         4  second?   
 
         5           BOARD MEMBER D'ADAMO:  Second.    
 
         6           BOARD MEMBER BERG:  With the a mendment --  
 
         7           CHAIRPERSON NICHOLS:  To strik e the language  
 
         8  limiting what could be done with the tr ucks that cross the  
 
         9  border.  Okay.   
 
        10           Any other comments?   
 
        11           We do have a motion and a seco nd.   
 
        12           If not, I think we can do this  on a voice vote.   
 
        13  All in favor, please say aye. 
 
        14           (Ayes) 
 
        15           CHAIRPERSON NICHOLS:  Any oppo sition or  
 
        16  abstentions?   
 
        17           Okay.  Thank you very much.   
 
        18           The next agenda item is 10-3-4 .  And we're going  
 
        19  to be considering proposed near-term re visions to the  
 
        20  Lower Emission School Bus Program guide lines and the Carl  
 
        21  Moyer Inventive Program guidelines.   
 
        22           Since its inception, the Carl Moyer Program has  
 
        23  filled a critical niche in California's  strategy to  
 
        24  achieve clean air by providing individu als with financial  
 
        25  incentives to voluntarily purchase clea ner engines and  
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         1  technologies.  This incentive program c omplements  
 
         2  California's regulatory program by fund ing emissions  
 
         3  reductions that are surplus to what is required by  
 
         4  regulation.   
 
         5           Since 1998, the Carl Moyer Pro gram has cleaned up  
 
         6  over 17,700 engines throughout Californ ia, reducing  
 
         7  smog-forming emissions by about 41 tons  per day and diesel  
 
         8  particulate emissions by about one-and- a-half tons per  
 
         9  day.   
 
        10           The success of the Carl Moyer Program has paved  
 
        11  the way for other incentive programs, s uch as the  
 
        12  Lower-Emission School Bus Program.  Sin ce 2001, the  
 
        13  Lower-Emission School Bus Program has p rotected vulnerable  
 
        14  populations, particularly California's school children,  
 
        15  from the harmful effects of air polluti on through the  
 
        16  replacement of older school buses and t he installation of  
 
        17  retrofits on existing school buses.  Ov er 600 old buses  
 
        18  have been replaced and 3,800 other buse s have been  
 
        19  equipped with verified retrofit devices .   
 
        20           I just wanted to underscore, p erhaps everybody  
 
        21  knows this by now, but many people don' t realize that  
 
        22  those most exposed to emissions from sc hool buses are the  
 
        23  people actually riding on the bus.  It may be  
 
        24  counter-intuitive, but the combination of exhaust  
 
        25  recirculating back in as well as blow-b ack from the engine  
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         1  has been demonstrated through research,  some of which we  
 
         2  have sponsored ourselves to be the high est inside the  
 
         3  school buses as it is anywhere around t hem.  So this is  
 
         4  truly a program that's aimed at childre n as well as, of  
 
         5  course, the school bus drivers.   
 
         6           Mr. Goldstene, would you pleas e introduce this  
 
         7  item?   
 
         8           EXECUTIVE OFFICER GOLDSTENE:  Thank you, Chairman  
 
         9  Nichols. 
 
        10           ARB's incentive programs have a successful record  
 
        11  of repowering, retrofitting, and accele rating the turnover  
 
        12  of old, highly-polluting engines and ac hieving much needed  
 
        13  surplus emission reduction.  These ince ntive programs are  
 
        14  an important aspect to cleaning up Cali fornia's vehicles  
 
        15  and equipment and achieving additional emission reductions  
 
        16  to those required by regulations.   
 
        17           However, in order for the prog rams to continue to  
 
        18  be successful, they must periodically b e updated to keep  
 
        19  pace with technological statutory, regu latory, and policy  
 
        20  changes; and to benefit from the experi ence that ARB and  
 
        21  the local air districts have accumulate d in overseeing and  
 
        22  implementing the Lower-Emission School Bus and Carl Moyer  
 
        23  Programs, it's critical now we be respo nsive to  
 
        24  stakeholder feedback as well as to chan ges in the economic  
 
        25  and regulatory climate.   
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         1           To that end, staff designed th e proposed  
 
         2  revisions to increase program participa tion and increase  
 
         3  funding eligibility across several cate gories, including  
 
         4  on-road, heavy-duty vehicles, and off-r oad equipment.  In  
 
         5  addition, the proposed changes are desi gned to be easily  
 
         6  integrated into air districts' day-to-d ay operations.   
 
         7           Staff worked in close cooperat ion with  
 
         8  stakeholder and the local air districts  to propose the  
 
         9  near-term revisions, soliciting input d uring five public  
 
        10  workshops, and numerous work group meet ings.   
 
        11           Staff also received valuable i nput on key policy  
 
        12  issues from the Incentive Program's Adv isory Group.   
 
        13           I'd like to extend my apprecia tion to all  
 
        14  participants in that advisory group and  especially to  
 
        15  Board Member Sandra Berg for her leader ship.   
 
        16           I'd like to turn the presentat ion over to Duong  
 
        17  Trinh of the Mobile Source Control Divi sion who will cover  
 
        18  the proposed guidelines' revisions in m ore detail.   
 
        19           (Thereupon an overhead present ation was  
 
        20           presented as follows.) 
 
        21           AIR POLLUTION SPECIALIST TRINH :  Thank you, Mr.  
 
        22  Goldstene. 
 
        23           Good afternoon, Chairman Nicho ls and members of  
 
        24  the Board.   
 
        25           Today, I will provide an overv iew of the staff's  
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         1  proposed near-term revisions to the Low -Emission School  
 
         2  Bus Program and the Carl Moyer Program guidelines. 
 
         3                            --o0o-- 
                      
         4           AIR POLLUTION SPECIALIST TRINH :  I will begin by  
 
         5  highlighting some background informatio n for each program.   
 
         6           Next, I'll discuss the key iss ues related to the  
 
         7  Lower-Emission School Bus Program, and explain staff's  
 
         8  proposed near-term guideline revisions to the School Bus  
 
         9  Program.   
 
        10           I will follow this with key is sues and proposed  
 
        11  near-term guideline revisions for the C arl Moyer Program.   
 
        12           We also look towards the futur e with potential  
 
        13  long-term program opportunities and clo se with staff's  
 
        14  recommendation.   
 
        15                            --o0o-- 
 
        16           AIR POLLUTION SPECIALIST TRINH :  The  
 
        17  Lower-Emission School Bus Program was e stablished by the  
 
        18  Board in December of 2000.  Through a p artnership between  
 
        19  the Air Resources Board and local air d istricts, grant  
 
        20  funding is offered for new, safer schoo l bus replacements,  
 
        21  and to place retrofits on existing high  polluting school  
 
        22  buses already in use.   
 
        23           Funding supports the primary g oals of the program  
 
        24  which are to reduce children's exposure  to cancer-causing  
 
        25  and smog-forming pollutants, reduce tox ic diesel  
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         1  emissions, and provide new safer transp ortation.   
 
         2                            --o0o-- 
 
         3           AIR POLLUTION SPECIALIST TRINH :  The school bus  
 
         4  program has been very successful, havin g already provided  
 
         5  over $100 million to school districts.  This has resulted  
 
         6  in the replacement of approximately 600  school buses and  
 
         7  the retrofit of an additional 3,800 bus es.   
 
         8           At the start of the program, t here were about  
 
         9  1900 pre-1977 public school buses in Ca lifornia.  More  
 
        10  specifically, the oldest buses that pre -dated minimum  
 
        11  federal safety standards.  And today, t here are less than  
 
        12  50 pre-1977 public school buses left in  California.  And  
 
        13  those remaining buses will be replaced under this program.   
 
        14           Current funding is received th rough the sale of  
 
        15  state bonds authorized by Prop. 1B, the  bond act approved  
 
        16  by California voters in November 2006.  Prop. 1B  
 
        17  authorizes $200 million for replacing a nd retrofitting  
 
        18  school buses, with the first priority t o replace all  
 
        19  remaining pre-1977 buses.  The next pri ority is to replace  
 
        20  1977-1986 buses and retrofit 1994 and n ewer school buses. 
 
        21                            --o0o-- 
                      
        22           AIR POLLUTION SPECIALIST TRINH :  Now I'd like to  
 
        23  quickly provide some background on the Carl Moyer Program.   
 
        24  Established in 1998, the Carl Moyer Pro gram is a  
 
        25  partnership between ARB and the local a ir districts that  
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         1  provides grants to owners of vehicles a nd equipment to pay  
 
         2  for the incremental cost of funding low  emission  
 
         3  technologies that provide reductions ab ove and beyond  
 
         4  those required by regulation.   
 
         5           By targeting unregulated sourc es and funding  
 
         6  early and extra emission reductions, th e program  
 
         7  complements existing regulations to hel p California meet  
 
         8  federal, State, and local air quality s tandards.   
 
         9           The state law establishes the basic structure of  
 
        10  the program, including covered pollutan ts, eligible  
 
        11  projects, and cost effectiveness limits .  ARB has provided  
 
        12  statutory authority to create a guiding  document to help  
 
        13  define and clarify the boundaries of th e program while  
 
        14  local air districts perform on-the-grou nd implementation  
 
        15  of the program.   
 
        16           ARB has the responsibility to oversee that the  
 
        17  program is implemented effectively and efficiently and in  
 
        18  accordance with the statute and provide  SIP-considerable  
 
        19  emission reductions. 
 
        20                            --o0o-- 
                      
        21           AIR POLLUTION SPECIALIST TRINH :  The Moyer  
 
        22  Program has provided over $360 million to replace,  
 
        23  repower, or retrofit equipment, enablin g the purchase of  
 
        24  approximately 17,700 cleaner engines.  The Carl Moyer  
 
        25  program has been highly successful and has proven  
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         1  extremely cost effective at about $2600  per ton of NOx  
 
         2  reduced.  Over the first nine years, th e surplus emission  
 
         3  reductions achieved equate to about 41 tons per day of NOx  
 
         4  and one-and-a-half tons per day of part iculate matter. 
 
         5                            --o0o-- 
                      
         6           AIR POLLUTION SPECIALIST TRINH :  This chart shows  
 
         7  cumulative funding provided by the Carl  Moyer Program over  
 
         8  the first nine years based on the proje ct type.  As such,  
 
         9  the distribution of funding has evolved  over this dynamic  
 
        10  period and will continue to evolve over  time as current  
 
        11  regulations are amended and new regulat ions adopted by the  
 
        12  Board.   
 
        13           As you can see, average over t he first nine years  
 
        14  of the program, demand for funding has been strongest for  
 
        15  on-road, off-road, and agricultural equ ipment.  Many of  
 
        16  the changes staff is proposing today ar e geared toward  
 
        17  increasing both accessibility to fundin g and participation  
 
        18  in the program, in particular for these  categories. 
 
        19                            --o0o-- 
                      
        20           AIR POLLUTION SPECIALIST TRINH :  The success of  
 
        21  the Lower Emission School Bus and Carl Moyer Programs is  
 
        22  due in part to each program's ability t o adapt and be  
 
        23  responsive to change.   
 
        24           I will now highlight several i ssues that call out  
 
        25  the need for changes in each program.   
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         1           First, the impacts of new legi slation and  
 
         2  additional regulatory requirements must  be addressed.   
 
         3           Second is the need to improve program  
 
         4  implementation.  Comments received from  our air district  
 
         5  partners, public stakeholders, and inte rnal staff review,  
 
         6  indicate areas where program streamlini ng could increase  
 
         7  effectiveness and efficiency.   
 
         8           Which leads me to our last bul let, the current  
 
         9  economic environment has affected each program in  
 
        10  different ways.  As discussed previousl y, the change in  
 
        11  the School Bus Program's funding source , bond sales, in  
 
        12  conjunction with an economy in recessio n has led to the  
 
        13  situation in which bond sales have been  unpredictable and  
 
        14  not all funds have been disbursed.   
 
        15           Concurrently, business activit y has decreased in  
 
        16  which current grantees are having diffi culty in fulfilling  
 
        17  their contractual obligations, and pros pective applicants  
 
        18  are hesitant to commit to minimum usage  requirements. 
 
        19                            --o0o-- 
                      
        20           AIR POLLUTION SPECIALIST TRINH :  Now I would like  
 
        21  to discuss staff's proposed revisions t o the Lower  
 
        22  Emission School Bus Program.   
 
        23           The first proposed revision is  to adjust the  
 
        24  retrofit purchase deadline of June 30th , 2010, to June  
 
        25  30th, 2012.  Staff believes the extensi on is necessary to  
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         1  address the slow infusion of bond funds .  Although we  
 
         2  received the good news that recent bond  sales were enough  
 
         3  to cover the entire amount allocated to  the Lower-Emission  
 
         4  School Bus Program, this change is stil l necessary in  
 
         5  order to provide air and school distric ts time to receive  
 
         6  the funding and install the retrofits.   
 
         7           The next proposed revision wil l allow the  
 
         8  purchase of a 2010 or newer model year engine certified at  
 
         9  or below 0.5 grams per break horsepower  hour of NOx.   
 
        10  Currently, engine manufacturers are usi ng regulatory  
 
        11  flexibility to provide engines above th e 2010 standards of  
 
        12  0.2 gram NOx.  By setting a threshold o f 0.5 grams, we  
 
        13  ensure cleaner diesel buses are availab le statewide.   
 
        14           Staff will evaluate this thres hold annually and,  
 
        15  if necessary, utilize the Board's direc ted authority to  
 
        16  the executive officer to make any chang es.   
 
        17           Staff is also proposing to sim plify the  
 
        18  disbursements process to allow for fast er disbursement of  
 
        19  funds to the air districts.   
 
        20           The last item is in response t o requests for  
 
        21  changes to the cost cap limit.  An incr ease to the current  
 
        22  140,000 cost cap for replacement buses was considered.   
 
        23  However, staff believes this would conf lict with the  
 
        24  program's goal of efficiently using pro gram funds to  
 
        25  maximize emission reductions as the ove rall number of  
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         1  replacement buses and installed retrofi ts would  
 
         2  effectively be reduced.  Moreover, sinc e a $25,000 match  
 
         3  is required for any remaining replaceme nt projects, funds  
 
         4  totaling $165,000 are sufficient for a replacement school  
 
         5  bus purchase.   
 
         6           It should be noted that we rec eived a comment  
 
         7  asking that school bus funding be made available to  
 
         8  private school buses.  However, ARB is bound by the  
 
         9  California constitution which prohibits  state funds going  
 
        10  to private schools. 
 
        11                            --o0o-- 
                      
        12           AIR POLLUTION SPECIALIST TRINH :  Now I will  
 
        13  discuss staff's proposed revisions --  
 
        14           CHAIRPERSON NICHOLS:  Could yo u just clarify  
 
        15  that?  Not private schools, but private  fleets.  Aren't  
 
        16  there public schools that contract with  private fleets?   
 
        17           ON-ROAD CONTROLS BRANCH CHIEF ROWLAND:  The  
 
        18  provision in the constitution I believe  is for private  
 
        19  schools.  So a private fleet's servicin g a public school  
 
        20  district would remain eligible for publ ic funds. 
 
        21           CHAIRPERSON NICHOLS:  Thank yo u.  I just wanted  
 
        22  to clarify that.   
 
        23           AIR POLLUTION SPECIALIST TRINH :  Now I'll discuss  
 
        24  staff's proposed revisions for the Carl  Moyer Program.   
 
        25           For the On-Road Program, staff  is proposing to  
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         1  expand the voucher incentive program, a  streamlined truck  
 
         2  replacement program commonly known as V IP to allow medium  
 
         3  heavy-duty trucks to participate and in crease funding to  
 
         4  $45,000 per truck.   
 
         5           Currently, 1993 and older truc ks are eligible.   
 
         6  Staff is proposing to expand the VIP to  include  
 
         7  eligibility for 2002 and older trucks a nd make the same  
 
         8  change in the traditional Moyer fleet m odernization  
 
         9  program.   
 
        10           Staff also proposes a voucher option for  
 
        11  retrofits on on-road vehicles.  Origina lly, staff had  
 
        12  proposed a maximum funding amount of $5 ,000.  But based on  
 
        13  feedback from air districts and partici pants, we are now  
 
        14  proposing funding up to $10,000 per ret rofit.  This change  
 
        15  to staff's original proposal is availab le in Attachment B  
 
        16  to the resolution, which is available.   
 
        17           For the off-road, staff propos es to modify the  
 
        18  guidelines to reflect SB X2_3, which re quires the Moyer  
 
        19  Program to allow a ten-year project lif e for farm  
 
        20  equipment and allow these projects to b e eligible for  
 
        21  funding up to a regulatory compliance d eadline.   
 
        22           Based on feedback of staff's o riginal  
 
        23  interpretation, we are proposing to mod ify the definition  
 
        24  of farm equipment to be consistent with  agricultural  
 
        25  operations as defined in the in-use off -road diesel  
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         1  regulation for mobile equipment and Hea lth and Safety Code  
 
         2  definition of agricultural source for p ortable farm  
 
         3  equipment.   
 
         4           Staff also proposes to expand the off-road  
 
         5  equipment replacement program to allow Tier 1 and Tier 2  
 
         6  engines to participate as currently onl y uncontrolled  
 
         7  engines are eligible.   
 
         8           The current guidelines enable air districts to  
 
         9  allow off-road diesel applicants to opt  out of installing  
 
        10  a retrofit when repowering their off-ro ad equipment with  
 
        11  Moyer funding.  Staff proposes to conti nue this  
 
        12  flexibility for equipment not subject t o a Board-adopted  
 
        13  regulation, such as agricultural equipm ent.   
 
        14           For those equipment subject to  the regulation,  
 
        15  the Board has made the determination th at it is important  
 
        16  to require retrofits in order to protec t the public's  
 
        17  health.   
 
        18           Finally, staff is proposing so me modifications  
 
        19  for locomotives to assist air districts  with project  
 
        20  implementation. 
 
        21                            --o0o-- 
                      
        22           AIR POLLUTION SPECIALIST TRINH :  We are also  
 
        23  proposing near-term changes to streamli ne some of the  
 
        24  administrative requirements and to prov ide air districts  
 
        25  with increased flexibility and ease of implementation.   
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         1           Small and rural air districts that account for  
 
         2  approximately 8 percent of annual progr am funds and  
 
         3  generally have limited resources.  In r ecognition of this,  
 
         4  staff proposes to reduce administrative  requirements for  
 
         5  these districts, including project insp ection and  
 
         6  application tracking requirements.   
 
         7           Staff also proposes to streaml ine the application  
 
         8  and funds disbursement process for all districts.  All  
 
         9  administrative funds would be provided up front, while  
 
        10  disbursement of funds will be made more  quickly.   
 
        11           Staff proposes to delete the e quipment usage  
 
        12  requirement from future contracts, so l ong as sufficient  
 
        13  usage data is provided during the appli cation process.   
 
        14  For existing contracts, a temporary wai ver from the usage  
 
        15  requirement will be allowed in situatio ns where usage has  
 
        16  decreased due to unforeseen factors bey ond the grantee's  
 
        17  control.  These revisions take into acc ount changes in the  
 
        18  economy, while ensuring accountability.    
 
        19           Finally, staff proposes to upd ate the cost  
 
        20  effectiveness cap and the capital recov ery factor, which  
 
        21  is used in calculating a project's cost  effectiveness.  On  
 
        22  an annual basis, staff will calculate t hese figures using  
 
        23  currently published data.  These annual  updates are  
 
        24  authorized under state law, and will he lp the program  
 
        25  respond to the current economic climate  and maximize the  
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         1  use of public funds to reduce emissions . 
 
         2                            --o0o-- 
                      
         3           AIR POLLUTION SPECIALIST TRINH :  The  
 
         4  modifications I've just described are a ll near term  
 
         5  actions to improve the programs.  But s taff is working on  
 
         6  longer term improvements as well.  Our goals are to look  
 
         7  for additional avenues to increase prog ram efficiency  
 
         8  while balancing simplicity, improving f lexibility to  
 
         9  current funded source categories and po ssibly new source  
 
        10  categories, while adhering to Health an d Safety Code  
 
        11  requirements.   
 
        12           Among other items, staff inten ds to develop an  
 
        13  on-road truck reuse program, otherwise known as tiered  
 
        14  truck transaction, in coordination with  the Goods Movement  
 
        15  Program.   
 
        16           Staff will look for opportunit ies to address  
 
        17  greenhouse gases and the potential of t argeting the  
 
        18  reduction of these sources.   
 
        19           School bus projects funded by AB 923 previously  
 
        20  received additional flexibility from th e Board when the  
 
        21  2008 guidelines were adopted.  Stakehol ders are now asking  
 
        22  staff to re-visit that flexibility and consider expanding  
 
        23  it to ensure funds can be spent on scho ol bus projects  
 
        24  through 2015.  Staff proposes that once  developed through  
 
        25  the public process, these, and other ch anges, can be  
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         1  approved by the Executive Officer under  the Board's  
 
         2  delegated authority similar to that pro vided previously  
 
         3  for the Moyer Program as well as the Sc hool Bus and Goods  
 
         4  Movement Programs.   
 
         5           Staff will continue to inform the Board of the  
 
         6  impacts of the regulations and coordina te implementation  
 
         7  of the incentive programs consistent wi th Board direction.   
 
         8  We will update you on our programs in e arly 2011 when we  
 
         9  return to the Board with program-wide c hanges. 
 
        10                            --o0o-- 
                      
        11           AIR POLLUTION SPECIALIST TRINH :  In summary, the  
 
        12  proposed near-term revisions to both th e Lower-Emissions  
 
        13  School Bus Program guidelines and the C arl Moyer Program  
 
        14  guidelines will assist with expanding p rogram  
 
        15  participation, increase funding eligibi lity, and simplify  
 
        16  implementation for local air districts.    
 
        17           Staff has worked extensively w ith local air  
 
        18  districts and other stakeholders to dev elop these  
 
        19  near-term revisions to the guidelines t hat are flexible  
 
        20  and transparent, yet still institute ac countability and  
 
        21  allow for oversight.   
 
        22           Ultimately, these proposed rev isions, including  
 
        23  the Board's direction to delegate autho rity to the  
 
        24  Executive Officer to evaluate and appro ve future proposals  
 
        25  should enable each program to quickly a nd effectively  
 
 
 
 
 
 
 



                                                                    104 
         1  respond to significant changes.   
 
         2                            --o0o-- 
 
         3           AIR POLLUTION SPECIALIST TRINH :  Staff recommends  
 
         4  the Board to approve the proposed near- term revisions to  
 
         5  the Lower-Emission School Bus Program g uidelines and the  
 
         6  Carl Moyer Program guidelines as incorp orated in the  
 
         7  underline strike-out modifications prov ided by staff,  
 
         8  including the revised modifications as presented to the  
 
         9  public and the Board today.   
 
        10           This concludes staff's present ation, and we'll be  
 
        11  happy to take any of your questions.   
 
        12           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        13           Are there any Board member que stions before we  
 
        14  proceed to testimony?   
 
        15           If not, we have a list of witn esses.  There are  
 
        16  six.   
 
        17           We'll start with Joseph Steinb erger and Fred  
 
        18  Minassian and Barbara Lee.   
 
        19           MR. STEINBERGER:  Good morning , once again,  
 
        20  Chairperson Nichols and members of the Board.   
 
        21           The Bay Area Air Quality Manag ement District  
 
        22  appreciates the opportunity to provide comment on the  
 
        23  proposed 2008 ARB Carl Moyer Program gu idelines and  
 
        24  Voucher Incentive Program guidelines.  The update of these  
 
        25  guidelines presents an opportunity to i mprove the  
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         1  efficiency, and the effectiveness of th e Moyer Program for  
 
         2  your agency, implementing air districts , and applicants.   
 
         3           The district supports this ret ooling effort and a  
 
         4  majority of the changes being proposed today.  However,  
 
         5  the district does not support the manda te for all  
 
         6  districts administering the voucher pro gram to incorporate  
 
         7  the proposed retrofit component for the  following reasons:   
 
         8           First, the retrofit opportunit ies are already  
 
         9  available through the Moyer Program wit hout the need to  
 
        10  contract with installers or vendors.  T he proposed voucher  
 
        11  program requirement and funding amounts  are virtually  
 
        12  identical to the Moyer Program On-Road Retrofit Program.   
 
        13  The addition of the retrofits to the Vo ucher Program will  
 
        14  create confusion amongst applicants for  districts offering  
 
        15  both the Moyer and Voucher Programs, wi th very little  
 
        16  benefit.   
 
        17           Secondly, the proposed changes  do not address the  
 
        18  major barriers that prevent us from fun ding retrofit  
 
        19  projects under the current guidelines.   
 
        20           The first of these is limited vehicle model years  
 
        21  that are currently eligible.  That's on ly 2004 through  
 
        22  2006.   
 
        23           The second limitation is it's only for small  
 
        24  fleets.   
 
        25           And the third, which I might h ave to withdraw  
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         1  because originally it was only for 5,00 0, but now that  
 
         2  it's been increased to $10,000, we're g lad to see that  
 
         3  you've accommodated our comments on tha t.   
 
         4           Third, the decision to require  the retrofit  
 
         5  component of the program was not discus sed at any public  
 
         6  meetings and not clearly indicated as a  requirement in any  
 
         7  of the proposed revisions.  Since the r equirement of the  
 
         8  retrofit of the voucher program would n ot address the  
 
         9  barriers of this project type, I would not create  
 
        10  opportunities for funding.   
 
        11           We believe that our efforts wo uld be best spent  
 
        12  promoting the existing on-road retrofit  opportunities  
 
        13  through the Moyer Program, and that the  participation in  
 
        14  the retrofit portion of the program sho uld be optional.   
 
        15  Requiring participation in the retrofit  voucher program  
 
        16  would duplicate the efforts of an exist ing program without  
 
        17  a clear benefit to the public and would  create an  
 
        18  additional burden on districts that hav e already limited  
 
        19  administrative resources.   
 
        20           Thank you very much.   
 
        21           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        22           Fred Minassian and then Barbar a Lee.   
 
        23           MR. MINASSIAN:  Chair Nichols,  members of the  
 
        24  Board, good morning.   
 
        25           I'm Fred Minassian, Technology  Implementation  
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         1  Manager at the South Coast AQMD.   
 
         2           The South Coast supports the r evision of the Carl  
 
         3  Moyer and Lower-Emission School Bus Pro gram guidelines.   
 
         4  And we will continue to work with your staff in  
 
         5  implementing changes that will improve the longer term  
 
         6  viability of the program.   
 
         7           We have three comments regardi ng the proposed  
 
         8  revisions.  First is that we agree with  Bay Area AQMD's  
 
         9  comment that it is a good thing that th e retrofit amount  
 
        10  was increased from 5,000 to $10,000.  H owever, we still  
 
        11  believe that in the Vehicle Incentive P rogram the retrofit  
 
        12  component participation by air district s should be  
 
        13  optional.   
 
        14           The second comment is again re lated to VIP.  That  
 
        15  program is funded by SB 1107 multi-dist rict funds.   
 
        16  However, CARB requires equal match fund ing from  
 
        17  participating air districts.  This requ irement is not  
 
        18  required in the Health and Safety Code and puts an  
 
        19  unnecessary burden on the districts.  I f the VIP is  
 
        20  successful, the districts will be augme nting it with their  
 
        21  local funds.  But matched funds should not be a  
 
        22  requirement from the offset.   
 
        23           Our third comment is related t o the  
 
        24  Lower-Emission School Bus Program.  The  South Coast AQMD  
 
        25  has been implementing this program and replacing pre-87  
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         1  buses for the past ten years.  Thus, th ere are schools  
 
         2  where the entire fleet of pre-1987 buse s have been  
 
         3  replaced.   
 
         4           We propose that you allow the replacement of 1987  
 
         5  through 1993 school buses with AB 923 f unds in future  
 
         6  guideline revisions, as long as the par ticipating school  
 
         7  districts replace their pre-87 buses fi rst.   
 
         8           I thank you for the opportunit y to speak.  And  
 
         9  this concludes my remarks.   
 
        10           CHAIRPERSON NICHOLS:  Okay.  T hank you.   
 
        11           Barbara Lee and then Mike Sand ler.   
 
        12           MS. LEE:  Good morning, Madam Chairman and  
 
        13  members of the Board.   
 
        14           My name is Barbara Lee.  I'm t he Air Pollution  
 
        15  Control Officer in the Northern Sonoma County Air  
 
        16  Pollution Control District.  I'm also h ere as a  
 
        17  representative of the California Air Po llution Control  
 
        18  Officers Association.   
 
        19           I need to echo the three comme nts that Fred  
 
        20  Minassian made.  Those were unanimous c omments from  
 
        21  CAPCOA's Grants Committee.   
 
        22           But my main purpose in coming is to recognize the  
 
        23  efforts undertaken by the staff in brin ging forward this  
 
        24  proposal.  They have worked collaborati vely and  
 
        25  cooperatively with the air districts.  It's a good  
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         1  partnership.  We're very happy to be wo rking with them in  
 
         2  this way on this important program.   
 
         3           And I also want to say a speci al thanks to Board  
 
         4  Member Sandra Berg for all the hard wor k she has put into  
 
         5  this program.  It is improving.  There is still more work  
 
         6  to be done, but we are very hopeful tha t we are going to  
 
         7  come out at the end of this retooling p rocess with a  
 
         8  really superior Carl Moyer Program.  An d I just wanted to  
 
         9  recognize the efforts of the Air Board and to thank you  
 
        10  for that.   
 
        11           CHAIRPERSON NICHOLS:  Thank yo u very much.   
 
        12           Mike Sandler and then Mark Lou tzenhiser.   
 
        13           Mr. Sandler, if you're here.  If not, then Mr.  
 
        14  Loutzenhiser.  Barry Wallerstein follow ing him.   
 
        15           MR. LOUTZENHISER:  Good mornin g, Chairman  
 
        16  Nichols, members of the Board.   
 
        17           My name is Mark Loutzenhiser.  I'm the Program  
 
        18  Supervisor overseeing the incentive pro grams at the  
 
        19  Sacramento Air Quality Management Distr ict.  I apologize  
 
        20  Larry Greene, our Executive Officer, is  not able to be  
 
        21  here.  Unfortunately, as happens in all  cases, our Board  
 
        22  meeting coincides with this Board meeti ng.  So he is still  
 
        23  at that Board meeting as of when I left  after my consent  
 
        24  items on that calendar.   
 
        25           One of the first things I want  to do is just  
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         1  again thank the ARB staff, Chairperson Berg, Mr. Goldstene  
 
         2  in terms of the Executive Officer here at ARB, the APCOs  
 
         3  as well, because there has been a lot o f time spent over  
 
         4  the last several months by all the part ies and industry  
 
         5  stakeholders as well.  There has been a  tremendous group  
 
         6  effort going forward on these proposed changes in order to  
 
         7  help facilitate the program going forwa rd.   
 
         8           We are very supportive of the program.  We  
 
         9  administer the Carl Moyer Program for n ot just the  
 
        10  Sacramento Air District, but also for E l Dorado, Placer,  
 
        11  Yolo, Solano.  And in the case of the S chool Bus Program,  
 
        12  we're administering it for the same dis tricts plus Butte  
 
        13  and Glenn as well.  So we do view these  changes as being a  
 
        14  tremendous step in a great direction in  helping us move  
 
        15  forward with these different programs.   
 
        16           We also do support the change that has just been  
 
        17  presented by staff today, in terms of r aising the retrofit  
 
        18  value from the 5,000 to 10,000.  I thin k that may  
 
        19  definitely help out the VIP Program.  A nd although it  
 
        20  hasn't been touched upon as much here, I do believe the  
 
        21  other changes in the VIP Program will h opefully make it a  
 
        22  very successful program going forward.  So we do look  
 
        23  forward to those opportunities being br ought forward as  
 
        24  part of that program.   
 
        25           We do look, as an agency, to p robably want to  
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         1  include the retrofit portions, but we a gree with your  
 
         2  earlier comments we'd like to see it mo re on a voluntary  
 
         3  basis, for the main reason being that o ftentimes getting  
 
         4  all the documentation together and the agreements with the  
 
         5  vendors like that can take time.  And w e're very  
 
         6  interested in trying to get as much of this funding out as  
 
         7  possible as quickly as possible under t he VIP Program.   
 
         8  And we would like to be able to see the  addition of the  
 
         9  retrofit portion not slow down those ot her efforts.   
 
        10           And so those are just our comm ents.  And thank  
 
        11  you again to the Board, the staff, and of course all the  
 
        12  Executive Officers that have been a par ty to this program  
 
        13  as well.   
 
        14           CHAIRPERSON NICHOLS:  Thank yo u very much.  Okay.   
 
        15           Barry Wallerstein and Sean Edg ar.   
 
        16           MR. WALLERSTEIN:  It's still m orning, and I'm  
 
        17  still Barry Wallerstein, the Executive Officer of the  
 
        18  South Coast AQMD. 
 
        19           My only purpose in coming up h ere is not to  
 
        20  address the technical comments that eve ryone has made, but  
 
        21  to really recognize what Board Member B erg mentioned in  
 
        22  her opening comments about a retreat th at was held between  
 
        23  the CAPCOA members and the CARB staff.  And I want you all  
 
        24  to know that from my perspective, and t hat of the other  
 
        25  Air Pollution Control Officers, that wa s a break-through  
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         1  moment.  And I think a tremendous amoun t of credit goes to  
 
         2  Board Member Berg, because she got us t o a point where we  
 
         3  weren't talking past each other but tal king to each other  
 
         4  and developing mutually acceptable solu tions.   
 
         5           And so as you've heard from al l the witnesses,  
 
         6  we've really moved this onto a good pat h with some good  
 
         7  changes before you.  We've asked for a few things to tweak  
 
         8  what's before you.  But we're also work ing to the future  
 
         9  to make sure this continues to be the p rogram that we all  
 
        10  want to improve air quality throughout the state.  So  
 
        11  thank you.   
 
        12           CHAIRPERSON NICHOLS:  Thank yo u.  You can keep  
 
        13  the praise coming for Sandy Berg.  
 
        14           Mr. Edgar.   
 
        15           MR. EDGAR:  Chairman Nichols a nd Board members,  
 
        16  Sean Edgar with the Clean Fleets Coalit ion.   
 
        17           I'll join the lovefest of prai se, if I may.   
 
        18  Thank you, Board Member Berg, for your efforts during this  
 
        19  process.   
 
        20           I'll make two very focused com ments designed to  
 
        21  make this program more meaningful to th e fleet operators.   
 
        22           The first is on the Truck Trad e Down Program, I  
 
        23  consider myself an uncle or nephew -- I  don't know how to  
 
        24  phrase my relationship -- but myself, S an Joaquin Valley  
 
        25  Air District, and the nonprofit associa tions, as well as  
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         1  some private fleet owners in San Joaqui n Valley were  
 
         2  really the driving force behind working  with your staff to  
 
         3  get that as an eligible program under 1 B.  It's not  
 
         4  currently working.  I make that assessm ent, because I'm  
 
         5  not aware of a single project that's be en done under 1B  
 
         6  for truck trade down.  I think part of that is due to the  
 
         7  rule timelines are extremely tight, and  the truck and bus  
 
         8  rule essentially functions as a ban on 2003 and older  
 
         9  equipment.  And I think that because of  the short project  
 
        10  life, it doesn't fit well with the Prop osition 1B.  So  
 
        11  this might be a venue, and I'll pledge myself to work with  
 
        12  your staff to see if we can structure s omething meaningful  
 
        13  with regard to a truck trade down.  And  happy to work on  
 
        14  that project with staff.   
 
        15           The second item I noticed on t he engine standard  
 
        16  issue that just caught my attention, I would hope and ask  
 
        17  Board staff and Board members to take a  look at the issue  
 
        18  of the NOx standard that staff proposed  there.  It would  
 
        19  seem to me this is a voluntary process.   And if there is  
 
        20  additional environmental benefit to the  cleanest engine  
 
        21  available, then perhaps there is an ext ra credit provision  
 
        22  in there.  It's not to discredit any of  the fine engines  
 
        23  that are being produced, but only to re cognize that extra  
 
        24  credit may be warranted and meaningful and meritorious of  
 
        25  some additional award beyond where staf f set that bar.   
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         1           So once again, thank you.  And  as a member of the  
 
         2  lovefest I'll turn it over to our next speaker.  Thanks.   
 
         3           CHAIRPERSON NICHOLS:  We had o ne additional  
 
         4  speaker, Brad Poiriez.  Is that close?   
 
         5           MR. PIORIEZ:  Very close, than k you.   
 
         6           Brad Pioriez, APCO for Imperia l County.   
 
         7           I too want to echo the comment s of my colleagues  
 
         8  that have been said today.  And I want to extend a thank  
 
         9  you to Ms. Berg for being involved.  I think that you  
 
        10  personally being involved with those di scussions that we  
 
        11  had helped us a long way.  It moved us along much faster  
 
        12  and was much more beneficial for all pa rties.  I'd like to  
 
        13  thank you personally as well.   
 
        14           I'm from a rural air district,  very small.   
 
        15  Imperial County is down on the border o f Mexico.  These  
 
        16  programs are vital for us rural distric ts in helping us  
 
        17  achieve those positive benefits and red uctions in air  
 
        18  emissions.   
 
        19           And I would support the change s being proposed,  
 
        20  and we look forward to working with you r staff in the  
 
        21  future and continuing this good working  relationship that  
 
        22  we have right now.   
 
        23           Thank you.   
 
        24           CHAIRPERSON NICHOLS:  Thank yo u so much.   
 
        25           I can say from my own experien ce I've seen how  
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         1  divisive some of these questions about the Moyer and other  
 
         2  incentive programs have been between th e districts and the  
 
         3  ARB.  So all of this praise is good to hear, not only  
 
         4  because it reflects the work of one of our Board members,  
 
         5  but because it also indicates that perh aps we're really on  
 
         6  a better path now in terms of being abl e to implement this  
 
         7  program successfully.  So thanks to eve rybody who  
 
         8  participated.   
 
         9           I think it's time now to bring  this back to the  
 
        10  Board.   
 
        11           Does staff have any additional  comments they'd  
 
        12  like to make at this time?   
 
        13           ON-ROAD CONTROLS BRANCH CHIEF ROWLAND:  Yeah.  If  
 
        14  we can address some of the concerns tha t the witnesses  
 
        15  brought up, particularly with regards t o the VIP Program  
 
        16  for retrofits.   
 
        17           We do believe that it provides  value above and  
 
        18  beyond the current provisions in Moyer.   One of the major  
 
        19  aspects of the Voucher Incentive Progra m both for trucks  
 
        20  and the proposed program for retrofits is it is a  
 
        21  statewide program that anybody can -- a ny applicant can  
 
        22  basically apply and be funded.  It's al so a simplified  
 
        23  process with less paperwork for both th e districts and the  
 
        24  applicants for implementing, which make s it a lot easier  
 
        25  for these smaller fleets who are kind o f struggling.  They  
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         1  don't have the time or possibly the leg al resources to  
 
         2  deal with the contracts.  So it's a sim plification for  
 
         3  them.   
 
         4           We do recognize that the conce rn that the  
 
         5  gentleman from the Bay Area brought up concerning the time  
 
         6  it takes to develop contracts with the retrofit suppliers  
 
         7  and the installers, and we want to comm it to working with  
 
         8  them to help them do that and to make s ure that there is  
 
         9  time to do it and do it right.   
 
        10           With regards to the match issu e for VIP that Mr.  
 
        11  Minassian brought up, that was a policy  call made in the  
 
        12  institution of the Voucher Incentive Pr ogram to ensure  
 
        13  that there were funds available for thi s program.  Very  
 
        14  important to ensure a successful roll-o ut.  And I would  
 
        15  note that unlike other match funds that  the districts must  
 
        16  provide from local funding sources, the  funds to match the  
 
        17  VIP Program can come from their other M oyer funds.  So  
 
        18  hopefully that reduces their burden som ewhat.   
 
        19           And then finally, I'd just lik e to touch on the  
 
        20  request that school bus funding under A B 923 funds that  
 
        21  basically we expand opportunities for t hat.  That is  
 
        22  something that we have identified in th e presentation as  
 
        23  something that we would like to do, and  we will work with  
 
        24  them to make sure that that can happen.   Thank you.   
 
        25           CHAIRPERSON NICHOLS:  Thank yo u very much.   
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         1           Do we have a motion on this it em?   
 
         2           BOARD MEMBER RIORDAN:  I'd mov e approval, Madam  
 
         3  Chair.   
 
         4           BOARD MEMBER YEAGER:  Second.   
 
         5           CHAIRPERSON NICHOLS:  Any furt her discussion on  
 
         6  the part of the Board about this item?  If not, we can  
 
         7  just call for a vote.   
 
         8           All in favor please signify by  saying aye.   
 
         9           (Ayes)   
 
        10           CHAIRPERSON NICHOLS:  All oppo sed?   
 
        11           Any abstentions?   
 
        12           Thank you very much.  Good wor k, all.  Really  
 
        13  appreciate it.  This has been very toug h, and I know how  
 
        14  significant every element of this is to  somebody involved.   
 
        15  So I appreciate the great effort that w ent into it.   
 
        16           We will now be on break for an  hour.   
 
        17           (Thereupon a lunch recess was taken.) 
 
        18            
 
        19            
 
        20            
 
        21            
 
        22            
 
        23            
 
        24            
 
        25            
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         1                       AFTERNOON SESSION 
 
         2                                                    01:25 PM 
 
         3           CHAIRPERSON NICHOLS:  We're re ady to begin.   
 
         4           As I indicated this morning, b ut in case there  
 
         5  was anybody who didn't hear, we changed  the order of the  
 
         6  items from what it had been.  We're pro ceeding with the  
 
         7  presentation on the allocation advice b efore we get into  
 
         8  the economic analysis report.   
 
         9           So this is involves a presenta tion from the Chair  
 
        10  of our Economic and Allocation Advisory  Committee,  
 
        11  Professor Larry Goulder.  He's also acc ompanied by another  
 
        12  member of the Committee, Steve Levy.   
 
        13           Secretary Adams of Cal/EPA and  I convened this  
 
        14  16-member Economic and Allocation Advis ory Committee,  
 
        15  which we fondly know as EAAC, in May of  2009.  We asked a  
 
        16  diverse group of economic, financial, a nd policy experts  
 
        17  to help us work through one of the most  contentious issues  
 
        18  related to the Cap and Trade Program:  That is how the  
 
        19  valuable allowances created by the prog ram should be  
 
        20  distributed.   
 
        21           As you will hear, we also aske d the EAAC to work  
 
        22  with staff during the development of ou r updated economic  
 
        23  analysis of the Scoping Plan.   
 
        24           The work of this Committee has  examined every  
 
        25  aspect of how the available allocation options could shift  
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         1  the impact of the Cap and Trade Program  between the  
 
         2  regulated parties and California consum ers of fuels and  
 
         3  electricity.  The report has elevated t he debate around  
 
         4  this issue and has allowed stakeholders  to participate in  
 
         5  thinking through the implications of va rious allocation  
 
         6  choices.   
 
         7           But I want to emphasize, in ca se he doesn't do it  
 
         8  himself, that this Committee was not se lected by Linda and  
 
         9  myself or by the Chairman to be a diver se -- to be a  
 
        10  stakeholder group, to try to reach a co nsensus based on  
 
        11  the balancing the interests of various groups within the  
 
        12  state of California.   
 
        13           And also I would like to perso nally thank all of  
 
        14  the members of the Committee for having  given so much of  
 
        15  their time and talent to this venture, and particularly to  
 
        16  thank Professor Goulder who is actually  a recidivist since  
 
        17  he Chaired the MAC Committee that helpe d launch us on this  
 
        18  venture in the first place.   
 
        19           All right.  Mr. Goldstene, do you want to  
 
        20  introduce the presentation?   
 
        21           EXECUTIVE OFFICER GOLDSTENE:  Thank you, Chairman  
 
        22  Nichols.   
 
        23           In developing the report on al location, the  
 
        24  Economic and Allocation Advisory Commit tee held an  
 
        25  extensive stakeholder process involving  nine public  
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         1  meetings and conference calls.  They re ceived over 120  
 
         2  comments from stakeholders on their wor k and released six  
 
         3  public drafts of the report prior to re aching the final  
 
         4  document you have before you today.   
 
         5           As staff releases the next ste p draft of the cap  
 
         6  and trade regulation this spring, proba bly near the end of  
 
         7  April, a detailed section on allocation  will be presented  
 
         8  for public comment.  This section will be informed by the  
 
         9  Committee's recommendations.  Staff wil l continue to  
 
        10  refine this approach until we bring the  cap and trade  
 
        11  regulation to the Board for adoption mo st likely in the  
 
        12  late fall.   
 
        13           With that, let me introduce Dr . Goulder.   
 
        14  Professor Goulder is a professor in env ironmental and  
 
        15  resource economics, Chair of the Depart ment of Economics  
 
        16  at Stanford University.  He's also a re search associate at  
 
        17  the National Bureau of Economic Researc h and a University  
 
        18  Fellow at Resources for the Future.   
 
        19           I'd like now to ask Professor Goulder to present  
 
        20  the report on allocating emission allow ances under  
 
        21  California's Cap and Trade Program.   
 
        22           Dr. Goulder.   
 
        23           (Thereupon an overhead present ation was  
 
        24           presented as follows.) 
 
        25           PROFESSOR GOULDER:  Thank you,  James.   
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         1           And thank you, Chair Nichols.   
 
         2           I want to say that on behalf o f the whole EAAC  
 
         3  Committee, we considered it a privilege  to work on issues  
 
         4  of allocation and provide advice to the  Air Resources  
 
         5  Board and Cal/EPA.   
 
         6           We also would commend Secretar y Adams and the  
 
         7  Board, in particular Chair Nichols, for  having established  
 
         8  the Committee and giving us the chance to provide our  
 
         9  expertise on what we consider to be a v ery important  
 
        10  issue, namely the issue of how to alloc ate emissions  
 
        11  allowances under a Cap and Trade Progra m in California.   
 
        12           The other thing I would like t o say is that we  
 
        13  appreciated the helpfulness of the staf f throughout both  
 
        14  from Cal/EPA and from the Air Resources  Board.  And I'd  
 
        15  like to mention, in particular, our app reciation to Mark  
 
        16  Wenzel from Cal/EPA who consistently wa s very prompt in  
 
        17  his help with us, and his contributions  to the report were  
 
        18  always of very high quality.  His judgm ent was throughout  
 
        19  very fine judgment, and we benefited a lot from his  
 
        20  contributions.   
 
        21           So I'll try to be fairly brief , talk for maybe 15  
 
        22  minutes or so to give you a gist of wha t is in the  
 
        23  allocation report.  And so if we can tu rn directly to the  
 
        24  next slide.   
 
        25                            --o0o-- 
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         1           PROFESSOR GOULDER:  There are two basic issues  
 
         2  associated with the allocation of emiss ion allowances.   
 
         3  The first is what mechanisms or instrum ents do you use in  
 
         4  order to put the allowances into circul ation.  In  
 
         5  particular, how much should one rely on  auctioning the  
 
         6  allowances versus free provisions.  Tha t is, giving the  
 
         7  allowances out free.   
 
         8           The second distinct issue, and  also of great  
 
         9  importance, is how do you allocate or t o whom do you  
 
        10  provide the allowance value, the value of the allowances?   
 
        11  Who should receive what portions of the  allowance value?   
 
        12  What industries?  What consumer groups?   What other  
 
        13  purposes might you devote the allowance  value to?   
 
        14           Next slide. 
 
        15                            --o0o-- 
                      
        16           PROFESSOR GOULDER:  The first issue is very  
 
        17  important, because the method that you choose, auctioning  
 
        18  versus free allocation, as I'll indicat e in a moment, can  
 
        19  affect the overall cost of cap and trad e.  So the choice  
 
        20  of instrument can make a difference to the overall cost of  
 
        21  cap and trade and to AB 32 as a whole.   
 
        22           Next slide. 
 
        23                            --o0o-- 
                      
        24           PROFESSOR GOULDER:  Also the i ssue of to whom you  
 
        25  provide the allowance value makes a sig nificant difference  
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         1  as well.  There is a lot at stake.  Dep ending on what the  
 
         2  allowance prices might be, whether the allowance price is  
 
         3  $20 a ton versus $60 a ton, the total a llowance value  
 
         4  could be anywhere between 7 and $22 bil lion in 2020 alone.   
 
         5  That's a lot of change.  Makes a huge d ifference, and  
 
         6  obviously there's political implication s as well about who  
 
         7  gets how much of this allowance value.   
 
         8           I also want to emphasize somet hing that's often a  
 
         9  misconception associated with allowance  value.  This very  
 
        10  high number, 7 to 22 billion in 2020 fo r allowance value,  
 
        11  is not the same thing and should not be  identified with  
 
        12  the cost of AB 32 or of cap and trade.  To a large extent,  
 
        13  almost entirely the allowance value sta ys within the  
 
        14  economy.  It can go to some individuals , to some  
 
        15  enterprises or others, but it is not in  itself a cost.   
 
        16  And some of the studies that have been done have  
 
        17  incorrectly identified allowance value with cost.  The  
 
        18  overall cost to the economy is consider ably less.  Might  
 
        19  be a very small fraction of allowance v alue.  Under some  
 
        20  studies, the overall cost to the econom y is negative.   
 
        21  That is, there is an overall benefit ev en ignoring the  
 
        22  environment, despite the very large all owance value.  So  
 
        23  it's important to keep those distinctio ns in mind.   
 
        24           Perhaps an analogy that would help in recognizing  
 
        25  this is if you introduced a tax, the re venues from a tax  
 
 
 
 
 
 
 



                                                                    124 
         1  is not the cost to the economy.  Taxes do distort the  
 
         2  economy and introduce cost.  But a lot of the revenue used  
 
         3  in the economy for various purposes may  go back as  
 
         4  transfers to households.  May be used t o help subsidize  
 
         5  businesses and various investments.  It  could be used for  
 
         6  a number of purposes.  So the value of the revenue from a  
 
         7  tax is not the same as the cost of the tax.   
 
         8           Similarly, allowance value is not the same as the  
 
         9  overall cost of AB 32, and I'll touch u pon that a little  
 
        10  bit more in a moment. 
 
        11                            --o0o-- 
                      
        12           PROFESSOR GOULDER:  In decidin g which among the  
 
        13  various design options to recommend for  the Air Resources  
 
        14  Board, perhaps our first decision was t o decide upon the  
 
        15  relevant criteria for evaluating the op tions.  And the  
 
        16  four criteria that we emphasized are gi ven here.  One is  
 
        17  cost effectiveness.  Other things equal , we would like to  
 
        18  chose an allocation design, both in ter ms of allocation  
 
        19  mechanisms and the provision of allowan ce value, that  
 
        20  keeps the cost down as much as possible  of the overall cap  
 
        21  and trade system.   
 
        22           But in addition, we want to co nsider fairness.   
 
        23  Some uses of allowance value or provisi on of allowance  
 
        24  value might be fairer than others.  So equity  
 
        25  considerations are also important.   
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         1           A third issue is environmental  effectiveness.   
 
         2  Depending on how you design the system,  in some cases, you  
 
         3  might have more leakage of emissions.  That is, there  
 
         4  could be offsetting increases in emissi ons outside of  
 
         5  California that undue the effects withi n California, than  
 
         6  in other cases where you'll have less l eakage.  So  
 
         7  environmental effectiveness is an impor tant consideration.   
 
         8           And finally, and somewhat in o pposition to the  
 
         9  first three criteria, we have the conce rn for simplicity.   
 
        10  We're trying to juggle many different n ormative criteria  
 
        11  and come up with the best overall packa ge.   
 
        12           We think that is very much con sistent with the  
 
        13  language of AB 32 itself.   
 
        14           Advance the slide, please. 
 
        15                            --o0o-- 
                      
        16           PROFESSOR GOULDER:  I think th ey connect closely  
 
        17  with some of the stated objective of AB  32.  There's more  
 
        18  in the report in terms of the language of AB 32.  But if  
 
        19  you'll see the bullets here, you'll not ice that the Act  
 
        20  stipulates in its own language that the  regulation should,  
 
        21  for example, seek to minimize costs, mi nimize the  
 
        22  administrative burden, so that's very c onsistent with cost  
 
        23  effectiveness.  Also suggest that we sh ould design the  
 
        24  regulations in a manner that's equitabl e and ensures there  
 
        25  is not a disproportionate impact on low -income households  
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         1  and that there's investment that's dire cted in a fair way  
 
         2  to disadvantaged communities in Califor nia.  So that's  
 
         3  very much consistent with the fairness criteria.   
 
         4           And there's also language in t he bill that  
 
         5  indicates -- in the law that indicates that AB 32 should  
 
         6  minimize leakage and ensure overall soc ial benefits,  
 
         7  including reductions in other air pollu tants which is  
 
         8  consistent with the environmental effec tiveness goal.   
 
         9           So we chose those criteria as being our main  
 
        10  criteria.  You'll notice one criteria i s missing here.  As  
 
        11  academics, at least, we have the luxury  of being able to  
 
        12  stay away from politics, or at least in  some ways we can.   
 
        13  So we did not include political feasibi lity as an  
 
        14  independent criteria.   
 
        15           Now, obviously these criteria here, such as  
 
        16  fairness and cost effectiveness, will i mpinge on the  
 
        17  politics.  But we felt that we wanted t o concentrate on  
 
        18  these elements, and independent of the politics, and we  
 
        19  think that is the right thing to do.  W e leave it to the  
 
        20  Board to figure out how much to weigh i n the political  
 
        21  factors.   
 
        22           Next slide. 
 
        23                            --o0o-- 
                      
        24           PROFESSOR GOULDER:  So I'm goi ng to summarize  
 
        25  extremely briefly what's in about a 90- page report  
 
 
 
 
 
 
 



                                                                    127 
         1  focusing on our key recommendations and  provide briefly  
 
         2  the justification for those recommendat ions.  And I'm  
 
         3  going to basically talk about three or four of the key  
 
         4  recommendations here.  There are actual ly 12 that are  
 
         5  listed in the report.   
 
         6           The first is -- and I'm going to divide the  
 
         7  recommendations into two general catego ries, the first  
 
         8  having to do with the mechanisms or the  instrument of the  
 
         9  approach used to introduce the allowanc es into  
 
        10  circulation.  And our first recommendat ion is to rely  
 
        11  principally, if not exclusively, on auc tioning as opposed  
 
        12  to free provision or free allocation of  allowances.   
 
        13           Now, let me tell you that when  I started this  
 
        14  work with the Committee, I had a differ ent view.  And my  
 
        15  view's changed.  I originally was more sympathetic to free  
 
        16  provision, at least as part of the proc ess, than I am now.   
 
        17  And my discussions with a number of peo ple on the  
 
        18  Committee ultimately convinced me that free allocation had  
 
        19  a lot less going for it than I original ly thought.  Let me  
 
        20  indicate some of the arguments that we apply to try to  
 
        21  indicate the advantages of auctioning.  And I'll indicate  
 
        22  we, in a sense, say that we should use auctioning almost  
 
        23  exclusively with one exception, which I 'll get to later.   
 
        24           First advantage of auctioning is it's very  
 
        25  transparent.  It makes clear the amount  that folks are  
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         1  willing to pay to avoid emitting greenh ouse gases.  That's  
 
         2  how much you're willing to pay for an a llowance.  And it  
 
         3  reveals immediately the marginal cost o f abatement perhaps  
 
         4  more immediately and more clearly than under free  
 
         5  provision.   
 
         6           But the next point is more imp ortant, and that is  
 
         7  that auctioning can lower the overall c ost, and indeed can  
 
         8  lower those costs substantially relativ e to free  
 
         9  provision.  The reason is as follows.  And I should say  
 
        10  that it can do this.  It doesn't necess arily do this.  It  
 
        11  depends on what's done with the auction  revenues.   
 
        12           If you use the auction proceed s to help to go to  
 
        13  the treasury and thus help finance gove rnment expenditure,  
 
        14  then the government needs to rely less on ordinary taxes  
 
        15  to meet its expenditures.  For every do llar in auction  
 
        16  revenue that goes to the government, th at's one less  
 
        17  dollar that needs to be collected throu gh taxes.  So you  
 
        18  can either use the money to cut existin g taxes or to avoid  
 
        19  some of the increased taxes that might be envisioned.   
 
        20           And economists will tell you a  well-worn notion  
 
        21  in economics is that ordinary taxes dis tort the economy  
 
        22  and cause dead weight loss or excess bu rden.  Typical  
 
        23  estimate is that for every dollar you r aise in taxes, you  
 
        24  actually cost the economy about a dolla r-30, because of  
 
        25  the affects on labor market efficiency or on investment  
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         1  incentive.   
 
         2           So to the extent that you can use auction revenue  
 
         3  to finance government expenditure, you avoid that extra 30  
 
         4  or 40 cents per dollar of waste.  And I 'll indicate later  
 
         5  that that can be a huge gain that can g ain perhaps two to  
 
         6  $5 billion in the year 2020.  That is, it can avoid a cost  
 
         7  of two to $5 billion to the economy rel ative to using free  
 
         8  provision of allowances.   
 
         9           But of course, this only is th e case to the  
 
        10  extent that the auction revenues are ac tually applied to  
 
        11  help finance government expenditure.  T hat is, to avoid  
 
        12  other taxes.  If the revenues are inste ad used to increase  
 
        13  government spending, beyond what otherw ise would have been  
 
        14  the case, or if the revenues are given in a lump sum to  
 
        15  households that aren't used to avoid ra ising taxes, then  
 
        16  you don't get that benefit.   
 
        17           Next.   
 
        18                            --o0o-- 
 
        19           PROFESSOR GOULDER:  There are a number of  
 
        20  misconceptions about auctioning I'd lik e to address here.   
 
        21           One is there is some recent st udies I'll mention  
 
        22  later that suggest that auctioning is g oing to cause  
 
        23  greater price increases than would be t he case under free  
 
        24  allocation.  In fact, in most cases, co nsumers face the  
 
        25  same prices irrespective of whether you  auction or freely  
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         1  allocate the allowances.  That's becaus e the marginal cost  
 
         2  of emissions is the same under the two cases, and the  
 
         3  marginal cost of emissions is what dete rmines the prices  
 
         4  of fuels or the prices of emissions all owances or the  
 
         5  prices downstream.   
 
         6           So in most cases, there's no d ifference to the  
 
         7  prices that consumers face under the tw o.  So to argue  
 
         8  that free allocation is going to help c onsumers relative  
 
         9  to auction is an unfounded argument in the view of  
 
        10  everyone on our Committee.   
 
        11           However, I do need to make a q ualification, and  
 
        12  that's why the words in most cases appl ies here.  There  
 
        13  are some institutional rules such as th ose that apply to  
 
        14  electric utilities that have to do with  cost  
 
        15  pass-throughs.  And it is in some cases  the case that  
 
        16  electric utilities can pass on the cost  of auctioning, but  
 
        17  they are not allowed to pass through th e implied cost  
 
        18  opportunity of free allocation.  In tha t case, the  
 
        19  consumers prices would, in fact, be low er in the case of  
 
        20  free allocation.   
 
        21           Next, please. 
 
        22                            --o0o-- 
                      
        23           PROFESSOR GOULDER:  Another th ing to recognize is  
 
        24  that if you're concerned about fairness  to businesses, you  
 
        25  can still achieve a lot of your fairnes s goals by using  
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         1  the auction proceeds to provide some ki nd of relief.  You  
 
         2  don't have to do it through free alloca tion.   
 
         3           Next, please. 
 
         4                            --o0o-- 
                      
         5           PROFESSOR GOULDER:  Another im portant issue, and  
 
         6  obviously there's a great deal of polit ical implications  
 
         7  of this, is the question of whether you  need free  
 
         8  allocation or whether free allocation i s warranted in  
 
         9  order to protect industry, whether it's  stockholders,  
 
        10  managers, or employees.   
 
        11           Here's where my own views have  changed over the  
 
        12  last ten months.  I had first thought t hat you needed a  
 
        13  modicum of free allocation in order to make whole certain  
 
        14  industries in order to help stockholder s avoid what would  
 
        15  otherwise be a loss of asset value.  Fr ee allocation would  
 
        16  enable them to maintain asset value bet ter than  
 
        17  auctioning.   
 
        18           But many of my fellow Committe e members pointed  
 
        19  out to me that in many cases the stockh olders that you  
 
        20  might want to help have already left th e scene.  They no  
 
        21  longer own the shares.  And moreover, t he shares may have  
 
        22  already lost value, so you're no longer  -- it's actually  
 
        23  somewhat late in the game to try to hel p those remaining  
 
        24  stockholders.  The reason they lost val ue is that the  
 
        25  expected impacts of AB 32 have already been capitalized in  
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         1  stock prices.  So it's very hard to rea ch the stockholders  
 
         2  or shareholders that you might want to reach through free  
 
         3  allocation.   
 
         4           There's also a question of whe ther you're helping  
 
         5  employees through free allocation versu s auctioning.  But  
 
         6  very consistent with what I said two bu llets before, the  
 
         7  actual prices are the same under free a llocation and under  
 
         8  auctioning.  And the affects on output are the same under  
 
         9  the two as well.  So there really isn't  any difference in  
 
        10  the affect on labor demand.  The only d ifference is in the  
 
        11  affect on profits, but not on labor dem and.  So you're not  
 
        12  helping employees through free allocati on either.   
 
        13           So I realize these are controv ersial and  
 
        14  debatable issues.  But the Committee as  a whole found --  
 
        15  in fact, the Committee firmly believed unanimously that  
 
        16  there really wasn't a strong argument t o be made for free  
 
        17  allocation as a matter of fairness.   
 
        18           However -- next slide. 
 
        19                            --o0o-- 
                      
        20           PROFESSOR GOULDER:  We do feel  that there is a  
 
        21  potentially important role for free pro vision in the form  
 
        22  of output based allocation that could s erve as a useful  
 
        23  mechanism for addressing potential emis sions leakage.   
 
        24  Here, it would be devoted to the so-cal led  
 
        25  energy-intensive trade exposed industri es that in the  
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         1  absence of some action taken might suff er a significant  
 
         2  disadvantage relative to their competit ors out of state.   
 
         3  And one way that you can deal with that  is through what's  
 
         4  called output-based free allocation.  I n fact, that's  
 
         5  envisioned and is part of the Waxman-Ma rkey bill in the  
 
         6  federal level.  It's used for the same purpose to help  
 
         7  prevent leakage associated with the ene rgy-intensive trade  
 
         8  exposed industries.   
 
         9           We also felt, however, that fr ee allocation is  
 
        10  not the only way to deal with this and that a more  
 
        11  efficient way would be border adjustmen ts.  I don't have  
 
        12  time to get into the details of that, b ut there is a  
 
        13  significant amount of discussion of thi s in the report.   
 
        14  And if there's questions later, I would  be happy to answer  
 
        15  them.   
 
        16           So in a nutshell under allocat ion, we essentially  
 
        17  argue should focus on auctioning, excep t to the extent  
 
        18  that you want to use it to address pote ntial emissions  
 
        19  leakage.  And there you may want to use  free allocation in  
 
        20  the form of output-based free allocatio n.  But there's  
 
        21  also an alternative, namely border adju stments.   
 
        22           Next slide, please. 
 
        23                            --o0o-- 
                      
        24           PROFESSOR GOULDER:  The second  main area, the  
 
        25  other main area of focus, is allowance value provision;  
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         1  what to do with the allowance value, wh o gets it.   
 
         2           And this is somewhat distinct from the issue of  
 
         3  how to allocate the allowances through auctioning or free  
 
         4  allocation.  The allowance value is the  same under the  
 
         5  two.  The question what is to do with t hat value.   
 
         6           Next. 
 
         7                            --o0o-- 
                      
         8           PROFESSOR GOULDER:  As I have indicated, there's  
 
         9  a lot of value involved.  Depending on the price of  
 
        10  allowances, I'm using the range that co mes from the ARB's  
 
        11  own reports, anywhere between 7 and 22 billion in  
 
        12  allowance value in the year 2020.   
 
        13           Well, what the Committee decid ed to do was to  
 
        14  take a two-stage approach here.  First was involving  
 
        15  earmarking certain purposes to which pr iorities should be  
 
        16  given.  And these are the three purpose s listed.   
 
        17           One is addressing emissions le akage as I  
 
        18  indicated on the previous slide.  You c an use output-based  
 
        19  free allocation in order to -- and that  would involve some  
 
        20  allowance value -- to try to avoid emis sion leakage.  That  
 
        21  is, to avoid offsetting -- basically to  avoid a  
 
        22  contraction in the energy-intensive tra de exposed  
 
        23  industries within California which woul d just lead to  
 
        24  offsetting increases by the competitors  outside of  
 
        25  California.  That, of course, would con travene the spirit  
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         1  of AB 32.  Just having emissions reduce d in the state  
 
         2  doesn't seem so good if it's being comp letely offset by  
 
         3  increased emissions out of state.  So t hat would be one  
 
         4  way to apply allowance value that we wo uld support.   
 
         5           A second, and in keeping with the language of AB  
 
         6  32, we felt that allowance value should  be devoted to  
 
         7  avoiding a disproportionate impact on l ow-income  
 
         8  households in the state.  Disproportion ate in the sense  
 
         9  that the percentage impact on income wo uld be larger than  
 
        10  those households which are not consider ed low income.   
 
        11           In the report, we provide some  numbers, some  
 
        12  figures that were estimated by Dan Kamm en on our Committee  
 
        13  and some other work done by James Boise  on our Committee  
 
        14  to indicate how much allowance value wo uld be used for  
 
        15  this.  It was found that relatively lit tle allowance value  
 
        16  would be needed to avoid a disproportio nate impact.   
 
        17           The third earmarked area would  be consistent with  
 
        18  the language of AB 32 would be to finan ce a contingency  
 
        19  fund to address any adverse local envir onmental impacts  
 
        20  that might ultimately result from AB 32 .  I would  
 
        21  emphasize that we didn't think that suc h impacts were  
 
        22  likely.  To a large extent, of course, AB 32 is reducing  
 
        23  emissions.  It's reducing not only gree nhouse gas  
 
        24  emissions, but also the correlated emis sions, the local  
 
        25  pollutants that go along with it.   
 
 
 
 
 
 
 



                                                                    136 
         1           So in general, we would expect  that various  
 
         2  communities will achieve improvements n ot only in terms of  
 
         3  CO2 emissions reductions, but local air  quality  
 
         4  improvements.  However, there may be so me special cases in  
 
         5  which that does not occur.  And we thou ght a contingency  
 
         6  fund to undo to provide environmental r emediation or other  
 
         7  counter balancing policies in those cas es was useful.   
 
         8           Apart from the earmarked uses though, the  
 
         9  remainder we thought should be used in two ways.  What  
 
        10  emphasized though that we thought that the remainder would  
 
        11  actually be the lion's share of allowan ce value.  Might be  
 
        12  90 percent or more of allowance value, that relatively  
 
        13  little allowance value would be needed for the earmarked  
 
        14  uses.   
 
        15           So we wanted to use the remain der in two main  
 
        16  ways.  About three quarters of it we su ggested should be  
 
        17  recycled to households, given back to h ouseholds in one  
 
        18  form or another.  About 25 percent, or a quarter of this  
 
        19  remainder, could be used for financing various government  
 
        20  expenditures, including investments in R&D, environmental  
 
        21  adaptation, job training to ease the tr ansition, and state  
 
        22  and local land use policies.   
 
        23           Next slide. 
 
        24                            --o0o-- 
                      
        25           PROFESSOR GOULDER:  In general  -- and this is  
 
 
 
 
 
 
 



                                                                    137 
         1  actually something that was very gratif ying to me -- our  
 
         2  Committee reached a very strong consens us on everything  
 
         3  I've said up to now.  I was very please d.  I think frankly  
 
         4  we got dealt a good set of cards that t he Committee  
 
         5  members, with the exception of the extr eme on my left  
 
         6  here, were very cordial and fair minded .   
 
         7           (Laugher) 
 
         8           PROFESSOR GOULDER:  I kid, Ste ve.   
 
         9           But one area that we did not a chieve consensus  
 
        10  was in what way that 75 percent of the remaining allowance  
 
        11  value should be returned to households.   Several on the  
 
        12  Committee felt strongly that we should take an approach  
 
        13  that's called the cap and dividend appr oach where you  
 
        14  return the allowance value to household s as a lump sum.   
 
        15  That is basically a rebate check.   
 
        16           The advantage of that -- next.    
 
        17                            --o0o-- 
 
        18           PROFESSOR GOULDER:  It's very salient.  It has  
 
        19  some public relations advantages and po litical advantages  
 
        20  in that the households will see that im mediately, and it  
 
        21  can be very advantageous in many ways i n terms of the  
 
        22  public awareness.   
 
        23           A slight majority of the Commi ttee, however, felt  
 
        24  that returning the revenues to househol ds to the private  
 
        25  sector in the form of lower taxes, that  is avoiding future  
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         1  tax increases or actual tax reductions,  would be a better  
 
         2  way to go.  And the argument there is t he one I made  
 
         3  earlier, that this is a way you can red uce, and in my view  
 
         4  reduce substantially, the cost of AB 32  or of cap and  
 
         5  trade.   
 
         6           My own view is that this is an  issue that's been  
 
         7  under recognized.  There's a whole lot at stake in terms  
 
         8  of whether you return the allowance val ue as a lump sum  
 
         9  versus allowing it to go back to the ta x system and avoid  
 
        10  the tax rate increases or promote tax r ate reductions.  As  
 
        11  I mentioned, something like two to five  billion dollars.   
 
        12  And that's a lot as a share of the over all projected cost  
 
        13  of AB 32.   
 
        14           But these are issues that we w ere not able to  
 
        15  reach agreement on.  So we agreed to di sagree, and we  
 
        16  presented in more detail in the report the arguments in  
 
        17  both directions.   
 
        18           My final slide.  Next slide. 
 
        19                            --o0o-- 
                      
        20           PROFESSOR GOULDER:  Offer a co uple general  
 
        21  comments.   
 
        22           And I said, you know, we didn' t consider politics  
 
        23  as part of our analysis.  But I recogni ze there is the  
 
        24  elephant in the room, and that there's a lot of pressure  
 
        25  now about whether to auction allowances  or freely  
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         1  allocate, because the more you freely a llocate, the more  
 
         2  you will beef up profits of some of the  affected  
 
         3  businesses.  And I had two comments to make about that.   
 
         4           Next. 
 
         5                            --o0o-- 
                      
         6           PROFESSOR GOULDER:  One is I w ould urge you -- I  
 
         7  recognize that there are these politica l considerations  
 
         8  that I think one thing you can do -- yo u asked us as  
 
         9  experts to provide input.  I hope you w ill relay this  
 
        10  input to others, and in particular help  dispel some of the  
 
        11  false claims made about auctioning, suc h as -- and I hope  
 
        12  I've at least indicated why these may b e false, but  
 
        13  auctioning causes higher prices or that  auctioning hurts  
 
        14  agreement, or that auctioning involves greater aggregate  
 
        15  cost.   
 
        16           I'm convinced, and I believe m y Committee members  
 
        17  are as well, that each of these claims is wrong.  And  
 
        18  indeed the last comment that involves g reater cost is  
 
        19  completely wrong in that, if anything, auctioning offers  
 
        20  potential to lower the aggregate cost.   
 
        21           And the very last point, the l ast bullet here is,  
 
        22  if you do feel that you want to move to  free provision  
 
        23  beyond that which is recommended in the  report, I would  
 
        24  urge you to do so conservatively.  The Waxman-Markey bill,  
 
        25  where many may figure to step forward, it ends up over  
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         1  compensating in that more allowances ar e given out free  
 
         2  than is necessary to sustain the profit s of the key  
 
         3  stakeholder industries.  I would very m uch hope that in  
 
         4  California we avoid making that same mi stake.   
 
         5           I'm not saying this in order t o offer a strong  
 
         6  criticism of Waxman-Markey.  I'm very s ympathetic to the  
 
         7  bill.  But in this particular aspect, m y own work and work  
 
         8  of a number of others has indicated tha t more free  
 
         9  allocation was done.   
 
        10           For example, if you 100 percen t free allocate,  
 
        11  that is, do no auctioning, you can rise  profits by a  
 
        12  factor of two or three in some of the s takeholders indices  
 
        13  relative to what they would be in the a bsence of any  
 
        14  policy at all.   
 
        15           And this all comes at a cost t o consumers and the  
 
        16  rest of the economy.  To the extent aga in that you freely  
 
        17  allocate, you're avoiding having a sour ce of revenue that  
 
        18  could potentially lower the cost to all  of California  
 
        19  consumers, employees, owners of other i ndustries as well.   
 
        20           So I hope you'll take that adv ice seriously.  At  
 
        21  the same time, I do recognize there are  strong  
 
        22  considerations of a political nature to  address.   
 
        23           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        24           Did you want to give some time  to the gentleman  
 
        25  on your left, or he just there as decor ? 
 
 
 
 
 
 
 



                                                                    141 
         1           PROFESSOR GOULDER:  That's up to him.   
 
         2           MR. LEVY:  Just briefly.   
 
         3           CHAIRPERSON NICHOLS:  Introduc e yourself, please.   
 
         4           MR. LEVY:  Sure.  I'm Stephen Levy.  I direct the  
 
         5  Center for Continuing Study of Californ ia Economy, and I  
 
         6  have met, dispite his humorous comment,  a wonderful new  
 
         7  friend who chaired all of these efforts .   
 
         8           I think one point is to distin guish the overall  
 
         9  impact on the economy, the common good issue from the fact  
 
        10  that there will be some industries that  will expand under  
 
        11  these policies and some that might cont ract.   
 
        12           The point of the policy is to send a price signal  
 
        13  that will help us reduce emissions.  An d you don't want to  
 
        14  do anything -- whatever you think about  the affected  
 
        15  industries, you don't want to do anythi ng that undercuts  
 
        16  the purpose of the program, which is to  send a price  
 
        17  signal about the use of carbon-based fu el so that we can  
 
        18  reduce emissions and shift our energy u ses.  That's the  
 
        19  first point.   
 
        20           The second point is really to re-emphasize what  
 
        21  Larry said, that under an auctions syst em, we'll collect  
 
        22  some revenue.  It will stay in the econ omy.  And the  
 
        23  overall impact of that auction revenue depends on how you  
 
        24  utilize it; for example, for technology , partnering and  
 
        25  investing in technology, or for environ mental or health  
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         1  remediation.   
 
         2           But we also all know that Cali fornia is under an  
 
         3  intense set of budget pressures and bud get shortfalls.   
 
         4  And so let me put a little bit differen t twist on what  
 
         5  Larry said.  We are going to be under p ressure to raise  
 
         6  revenues to maintain even the current l evel of services  
 
         7  according to the Legislative Analyst's office.  We face a  
 
         8  ten to $20 billion ongoing shortfall.  I think the  
 
         9  Committee was unanimous in feeling that  you should  
 
        10  consider the use of a portion of these allowance price  
 
        11  auction value revenues as a very positi ve, relative to tax  
 
        12  increases, way of maintaining the exist ing level of  
 
        13  spending.  So I want you to see it in t hat light.  We're  
 
        14  allowed to put a little bit of the poli tics into the  
 
        15  situation, the question of how we maint ain the existing  
 
        16  level of public spending in California is going to be a  
 
        17  very important issue.  And the issue of  potential tax  
 
        18  increases, as Larry said, will be right  there.  This is a  
 
        19  way to avoid them.   
 
        20           Finally, it's that broader loo k of using the  
 
        21  allowance value that I encourage you to  think broadly  
 
        22  about what returning allowance value to  the public means.   
 
        23  It can be writing a check.  It can be i nvestments that  
 
        24  make our lives in California environmen tally and health  
 
        25  and in terms of environmental competiti veness better.  It  
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         1  could be used for the budget.   
 
         2           So the idea that we favor exte nsive use of  
 
         3  returning money to the public has a ver y broad set of  
 
         4  policy interpretations for you to selec t from.   
 
         5           CHAIRPERSON NICHOLS:  Thank yo u.   
 
         6           Well, as Professor Goulder men tioned, we asked  
 
         7  this Committee to give us their best ad vice on what  
 
         8  approaches to allowance allocation and use of revenue --  
 
         9  so we thought about both of those thing s -- would do the  
 
        10  most to maximize the overall economic b enefits to  
 
        11  California, and certainly did not ask t hem to limit their  
 
        12  advice based on their judgments of the legal or political  
 
        13  obstacles that might arise.   
 
        14           We are now at the point where ARB staff, and  
 
        15  before too much longer this Board, is g oing to have to  
 
        16  face the task of taking this expert adv ice and others and  
 
        17  using it to construct a program that wi ll work technically  
 
        18  and legally and will also provide a smo oth transition from  
 
        19  today's world, which is largely devoid of any kind of  
 
        20  carbon regulation, and trying to cope a s well with the  
 
        21  very difficult economic circumstances t hat California and  
 
        22  the country find themselves in in order  to construct an  
 
        23  effective program.   
 
        24           I think the Committee's recomm endations give us a  
 
        25  very solid place to start from.  And I want to not just  
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         1  thank them for the work, but for the ve ry high level of  
 
         2  thought that went into this.   
 
         3           I also want to say that, from my perspective, I  
 
         4  think this is not likely to be where we 'll end up, and so  
 
         5  I want to be clear about that.   
 
         6           Many of you and Board members and many others  
 
         7  have seen the letter that I got from Go vernor  
 
         8  Schwarzenegger yesterday expressing his  views about some  
 
         9  of these issues.  And I know you know t hat we've been in  
 
        10  communication on a regular basis, becau se he is extremely  
 
        11  interested in this program and in the B oard's work.   
 
        12           But rather than simply allude to that letter,  
 
        13  because it has a number of broad statem ents in it about  
 
        14  things that he would like to see us con sider, I wanted to  
 
        15  indicate a couple of areas where in ong oing work with the  
 
        16  staff I have given some pretty specific  direction about  
 
        17  what they should be working on so that when they do come  
 
        18  back with a draft regulation, which wil l be sometime late  
 
        19  April or early May based on what we're hearing in terms of  
 
        20  other input and other work that has to be done, that there  
 
        21  will be something here that we can succ essfully move  
 
        22  forward with this year.   
 
        23           And recognize, first of all, t hat in the context  
 
        24  of implementing AB 32, this Board eithe r has already  
 
        25  adopted or is in the process of adoptin g the measures that  
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         1  are going to get us about 80 percent of  the reductions  
 
         2  that are needed under AB 32, the reduct ions that will get  
 
         3  us from where we were when we started t his program to 1990  
 
         4  levels by 2020.  Those are primarily go ing to be based on  
 
         5  our Low-Emissions Vehicle Program, the Pavley Program, the  
 
         6  low-carbon fuel standard, and the work that's being done  
 
         7  on renewable energy resources.  They re present the bulk of  
 
         8  the specific reductions that we're goin g to be looking to  
 
         9  take.   
 
        10           The cap that sits on top of al l of this is  
 
        11  extremely important, both for assuring that the reductions  
 
        12  will get there and also for allowing to  provide this price  
 
        13  signal, which we keep talking about, as  a way for people  
 
        14  to begin to understand that carbon does  have value and  
 
        15  that we need to figure out ways in whic h we can capture  
 
        16  that value.   
 
        17           So we think -- and you'll hear  when we move to  
 
        18  the discussion about the new economic r eport -- that the  
 
        19  mix of measures and cap and trade that we put in our  
 
        20  Scoping Plan that we adopted in Decembe r 2008 was about  
 
        21  the best mix that you can come up with overall for what we  
 
        22  know about what will work in the Califo rnia economy, but  
 
        23  it didn't tell us anything about how to  design that piece  
 
        24  of the program.   
 
        25           So in looking at what some of the challenges are  
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         1  that we face in designing this program -- and I think it's  
 
         2  important to remember that we're not op erating in a vacuum  
 
         3  here in the state of California.  When you talk about  
 
         4  industries that are trade exposed in Ca lifornia,  
 
         5  practically everything -- with a possib le exception of the  
 
         6  two U.C. campuses that got swept into o ur list of 600  
 
         7  largest emitters -- could pick up and m ove somewhere  
 
         8  almost at any moment, with the exceptio n of the utilities.   
 
         9  That doesn't mean that we can't find wa ys to reduce our  
 
        10  emissions.  I'm being a little bit fact itious in pointing  
 
        11  out that some of these terms that we us e rather lightly  
 
        12  can have much more complicated implicat ions in the real  
 
        13  world.  And it's going to be very, very  difficult for us  
 
        14  to understand all of the details of how  that would work in  
 
        15  the amount of time that we have availab le under AB 32 to  
 
        16  actually design this program.   
 
        17           Even more important perhaps, a s Larry mentioned,  
 
        18  from the very beginning of AB 32 -- and  I wasn't here when  
 
        19  it was passed, but certainly I've seen a lot of the  
 
        20  statements that come from that period - - the idea that  
 
        21  California was going to be leading the way in terms of how  
 
        22  the country was going to approach this,  and back in a time  
 
        23  when we had a President that didn't bel ieve the country  
 
        24  should be doing anything about global w arming.  That has  
 
        25  changed, and we now have a bill that's passed the House  
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         1  and we have a bill that's being worked on in the Senate,  
 
         2  although it's not yet been officially i ntroduced, that  
 
         3  gives us a lot of indication about how the country as a  
 
         4  whole is likely to be addressing this p roblem.   
 
         5           And so it becomes even more im portant I think  
 
         6  than it has been in the beginning -- fr om the beginning to  
 
         7  understand how whatever program we star t in California,  
 
         8  assuming that we get to flip the switch  before some others  
 
         9  do, how that can mesh as seamlessly as possible into the  
 
        10  national program.   
 
        11           So my feeling about this is th at we need to kind  
 
        12  of go back to where we started in 2007 when I first joined  
 
        13  this discussion and reestablish the not ion that this is  
 
        14  something that we want to ramp up caref ully.  Start out  
 
        15  perhaps smaller than the full program t hat we might get to  
 
        16  in a few years to give ourselves time t o understand what  
 
        17  the implications are, and not send too great a shock  
 
        18  signal through the California economy.   
 
        19           We want to make sure that we h ave in place enough  
 
        20  safety valves.  And I'm thinking now pa rticularly about  
 
        21  the issue of offsets, which the Committ ee did not address.   
 
        22  But when you start to look at actual re quirements for  
 
        23  companies to comply within an emissions  limit and have  
 
        24  allocations that cover all of their emi ssions, we know  
 
        25  that the program will be much more work able, much less  
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         1  costly if there is an available supply of real,  
 
         2  verifiable, approved offsets that can b e used by  
 
         3  companies.   
 
         4           So we have some issues there t hat we need to work  
 
         5  through and we need to engage very acti vely with  
 
         6  stakeholders I think to get us to a pla ce where we have a  
 
         7  proposal that we can come out with in r oughly six weeks or  
 
         8  so is the schedule we're talking about.    
 
         9           But I'm hoping that it's helpf ul if at least at  
 
        10  the outset we can indicate to people th at we're trying to  
 
        11  do this in a way that may not achieve a ll of the results  
 
        12  that the Committee has suggested at the  very beginning,  
 
        13  but which does represent a reasonable w ay of maintaining  
 
        14  the progress that we've already achieve d without creating  
 
        15  the kind of response that could really make it very  
 
        16  difficult for us to keep up the momentu m that we've  
 
        17  already established.   
 
        18           So it's I guess a way of sayin g that what we've  
 
        19  received from the Committee is importan t and certainly not  
 
        20  to be overlooked, but at the same time,  it's not binding  
 
        21  on us.  And I believe that, in fact, we  will need to at  
 
        22  least at the outset take a few baby ste ps before we get to  
 
        23  the point where we're actually running the full system.   
 
        24           I'd like to open this up for B oard member  
 
        25  discussion, and then we do have a numbe r of people that  
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         1  have indicated they want to speak. 
 
         2           Yes, Professor Sperling.   
 
         3           BOARD MEMBER SPERLING:  Thank you.   
 
         4           Following up on your baby step  theme, I thought  
 
         5  it was a superb report.   It was readab le, understandable.   
 
         6  It really communicated a lot of the maj or ideas really  
 
         7  well, and I think it's going to be very  useful for us.   
 
         8           But following up on that baby step theme, I think  
 
         9  it would be useful to us if we had a be tter -- if we were  
 
        10  able to quantify or have a sense of the  trade-offs we're  
 
        11  talking about between free auctioning, free allowances,  
 
        12  and full auctioning.   
 
        13           So, you know, I understand in absolute terms what  
 
        14  you're saying and I understand that's t rue from an  
 
        15  economic sense.  But as Chairman Nichol s said, we do have  
 
        16  these political circumstances we're dea ling with and  
 
        17  there's equity issues associated.   
 
        18           So the short question is:  How  much of an extra  
 
        19  cost is there as best as you can quanti fy for different  
 
        20  levels of free allowancing -- free allo wances?  Can you  
 
        21  answer that?   
 
        22           PROFESSOR GOULDER:  I think I can answer that two  
 
        23  ways.   
 
        24           One is by mentioning some work  that I've done at  
 
        25  the federal level looking at Waxman-Mar key.  And that may  
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         1  not apply perfectly to California, but it might indicate  
 
         2  in some sense the relative cost improve ment from  
 
         3  auctioning.  And if you take the extrem e case of  
 
         4  auctioning where all of the auction rev enue is used to  
 
         5  displace personal income taxes, then th ere's 40 percent  
 
         6  reduction in cost of Waxman-Markey comp ared to what would  
 
         7  be the case if you took the extreme, to  allocate all of  
 
         8  the allowances free.  So that 40 percen t difference is  
 
         9  significant, but you could say that's a  limiting case.   
 
        10           BOARD MEMBER SPERLING:  What a re the numbers here  
 
        11  that we're talking?  What's the base?   
 
        12           PROFESSOR GOULDER:  This is th e present value of  
 
        13  the GDP cost over the period 2012 throu gh 2030, in that  
 
        14  particular study.  So it reduces -- in other words,  
 
        15  Waxman-Markey under free allocation wou ld lower GDP by a  
 
        16  certain amount -- I don't have the numb er -- over that  
 
        17  interval.  And with 100 percent auction ing, it also lowers  
 
        18  GDP, but by 40 percent less.   
 
        19           Now, for the state of Californ ia, unfortunately,  
 
        20  none of the models that we have looked at, not only from  
 
        21  the ARB, but also the Charles River mod el and other  
 
        22  models, none of them has looked at -- h as done this  
 
        23  straight-up comparison, although Charle s River has been  
 
        24  planning to do this.  Their model is ca pable of it, but  
 
        25  they haven't done this.   
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         1           I've done a back-of-the-envelo pe calculation, but  
 
         2  I think we have to be careful how much faith we put in it  
 
         3  using some simple diagrams and things l ike that.  My rough  
 
         4  estimate is that the cost of the cap an d trade component  
 
         5  of AB 32 would be about 50 percent high er if you rely  
 
         6  exclusively on free provision of allowa nces versus if you  
 
         7  rely on 100 percent auctioning.  But th at's the  
 
         8  back-of-the-envelope calculation.  It's  based on a rough  
 
         9  estimate of the dead weight lost from t axation and the  
 
        10  amount of allowance value that's create d.   
 
        11           BOARD MEMBER SPERLING:  I thin k it would be  
 
        12  useful at some point to actually have a  memo or something  
 
        13  on that, because I think that would be very valuable to  
 
        14  us.   
 
        15           And you know, I mean, I guess I wonder how big a  
 
        16  number that really turns out to be when  you take into  
 
        17  account what Chairman Nichols said, whe re 80 percent of  
 
        18  the reduction is actually coming from a ll the other  
 
        19  measures that we're talking about for 2 020 and then you  
 
        20  have offsets on top of that.   
 
        21           PROFESSOR GOULDER:  I misspoke .  When I said  
 
        22  50 percent higher, I meant 50 percent i ncrease in the cost  
 
        23  of AB 32 as a whole.  I compared the ga in from using the  
 
        24  revenues to cut preexisting taxes under  auctioning with  
 
        25  the estimates of the overall impacts of  AB 32 under free  
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         1  provision.  So it actually is 50 percen t increase in the  
 
         2  overall cost.   
 
         3           There is a brief discussion of  this in the  
 
         4  report.  It may be kind of buried, but I'd be happy to  
 
         5  provide more of the details of the anal ysis.  I think the  
 
         6  report says something like two or $3 bi llion savings in  
 
         7  the year 2020.   
 
         8           BOARD MEMBER SPERLING:  Two or  three? 
 
         9           PROFESSOR GOULDER:  Yeah.  In the year 2020.   
 
        10           BOARD MEMBER SPERLING:  Am I a llowed to ask one  
 
        11  more question?   
 
        12           CHAIRPERSON NICHOLS:  Okay.  A nd others are  
 
        13  waiting in line, but go ahead with your  question. 
 
        14           BOARD MEMBER SPERLING:  The ot her question is:   
 
        15  Including transportation in the cap -- and there was a  
 
        16  couple references to it.  And I guess w hat are your views  
 
        17  on that?  And also in the terms of when  we talk about  
 
        18  transportation, are you talking about f ull life cycle  
 
        19  emissions or not?   
 
        20           PROFESSOR GOULDER:  Yes.  I do n't know if I can  
 
        21  speak for the whole Committee, but I ca n say I was quite  
 
        22  happy with the emphasis up to now from the Air Resources  
 
        23  Board that seems like they've been lean ing towards  
 
        24  eventually including transportation wit hin the cap.  I  
 
        25  think that's a good idea.  The general reason is the wider  
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         1  you make the cap, the more potential th ere is for  
 
         2  capturing low-hanging fruit and capturi ng emissions, the  
 
         3  more gains from trade as a result.  And  so including  
 
         4  transportation makes sense.   
 
         5           I would make clear that when w e say including  
 
         6  transportation, we're not saying try to  monitor the  
 
         7  emissions from each individual automobi le.  It would be  
 
         8  done more upstream at the refinery leve l.   
 
         9           There are some arguments that say it's not worth  
 
        10  it, because after all, you're not going  to get that big of  
 
        11  an increase in the price of gas.  And y ou won't get that  
 
        12  much reduction in emissions from transp ortation.   
 
        13           But my counter argument would be whatever the  
 
        14  reductions are, they do pay for themsel ves, because there  
 
        15  is an externality in having the price o f gasoline better  
 
        16  reflect its full social class.  Means w hatever reductions  
 
        17  you get are giving you benefits exceedi ng the cost.  So  
 
        18  I'm very much in favor of that, and I b elieve the other  
 
        19  EAAC members were.  I know that in the MAC report from  
 
        20  two-and-a-half years ago, we embraced i nclude  
 
        21  transportation.  That was one recommend ation I was pretty  
 
        22  sure was not going to be followed.  And  at least it seems  
 
        23  up to now there's been a lot of support  for it.  So I'm  
 
        24  happy about that.   
 
        25           In terms of -- what was the se cond aspect of the  
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         1  question?   
 
         2           BOARD MEMBER SPERLING:  When y ou say  
 
         3  transportation fuels, are you meaning t he full life cycle  
 
         4  emissions all the way upstream or just at the refinery?   
 
         5           PROFESSOR GOULDER:  Well, in p rinciple, it should  
 
         6  be life cycle.  But our report doesn't comment on it and  
 
         7  I'm not sure I'm competent enough to th ink about the  
 
         8  administrative issues involved.  That i s something I would  
 
         9  defer to others on.   
 
        10           CHAIRPERSON NICHOLS:  I think the next question  
 
        11  was Dr. Balmes and then on down.   
 
        12           BOARD MEMBER BALMES:  So again , I want to  
 
        13  complement the Committee for what I tho ught was an  
 
        14  excellent report in terms of laying out  important issues.   
 
        15  And it's quite readable.  If I can unde rstand an economic  
 
        16  report, it's got to be reasonably clear ly written.   
 
        17           And I'd also compliment you on  your presentation  
 
        18  today, both of you.   
 
        19           So I have a couple comments, a nd actually one of  
 
        20  those comments is actually to the entir e group, including  
 
        21  the stakeholders.  Since whatever decis ions we make as a  
 
        22  Board with regard to this program are i mpacted by  
 
        23  political reality, and I think a lot of  different  
 
        24  political viewpoints are represented in  the room, I would  
 
        25  like to see the comments be germane to the framework we're  
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         1  working with and starting with the repo rt, even if the  
 
         2  report is not going to be taken as the gospel for what we  
 
         3  should do.  So the 25/75 split after fr ee allowances, I'd  
 
         4  like to hear people comment about that from their  
 
         5  different perspectives.   
 
         6           I'd like to hear people commen t about when we  
 
         7  should get to 100 percent auction, how many years should  
 
         8  that be.  And, you know, I have an open  mind, but I think  
 
         9  instead of sort of arguing at the extre mes, I think we  
 
        10  should try to focus our comments on wha t we have before us  
 
        11  in terms of the report.   
 
        12           CHAIRPERSON NICHOLS:  Excuse m e.  I just want to  
 
        13  mention the fact that the report itself  is not going to be  
 
        14  adopted or rejected.  But we are taking  comment on it,  
 
        15  because we do take it very seriously as  input to the  
 
        16  design of the regulation.   
 
        17           BOARD MEMBER BALMES:  And I th ink that the  
 
        18  Committee did their work very carefully .  So I think it is  
 
        19  an appropriate starting place.   
 
        20           And I have a specific question .  So when you talk  
 
        21  about the Committee recommended the pos sible use of free  
 
        22  allocation for the output-based, free o utput cost  
 
        23  disadvantage to out-of-state competitio n, could you be  
 
        24  more specific about what kind of indust ries you're talking  
 
        25  about there?  It's probably in the repo rt that I missed,  
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         1  but if you could refresh me.   
 
         2           PROFESSOR GOULDER:  Yes.  Firs t thing I would say  
 
         3  is I would like to clarify what might s eem to be a  
 
         4  contradiction to what I said earlier.   
 
         5           Free allocation in the simple form where you just  
 
         6  give out the amount free and it doesn't  depend on output  
 
         7  decisions of the firm, it's exogenous, that should have no  
 
         8  affect on -- should not differ in its a ffect on choices  
 
         9  from the effects of auctioning, because  the market price  
 
        10  of allowances will be the same in both cases.  And it's  
 
        11  the margin or that market price that de termines the  
 
        12  optimal level of output.   
 
        13           However, output-based allocati on is a different  
 
        14  form of free allocation.  It's where th e amount that the  
 
        15  firms get free is based on their level of output.  In  
 
        16  effect, it's like a subsidy to output, because the more  
 
        17  output you do, the more allowances you get.  That,  
 
        18  therefore, does have an effect on outpu t decisions.  And  
 
        19  the way it works is there would be suff icient free  
 
        20  allocation through output-based allocat ions to prevent a  
 
        21  contraction of output by the trade-expo sed  
 
        22  energy-intensive industries thereby avo iding a situation  
 
        23  where they contract their output and th at part of the  
 
        24  market is made up for outside the state .   
 
        25           In terms of the particular ind ustries that are,  
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         1  in effect, the trade-exposed energy-int ensive industries,  
 
         2  I might ask my colleague, Steve, to hel p me here.  But  
 
         3  cement would be one.  It would be an im portant point.   
 
         4           Would petroleum refining be on e?  And what else  
 
         5  would you add to the list, Steve?   
 
         6           MR. LEVY:  I'm not sure there was a third.  Oh,  
 
         7  yeah.  I thought the utilities were con sidered in that.   
 
         8           BOARD MEMBER BALMES:  Okay.  T hose were the ones  
 
         9  that came to my mind, too, but I wanted  to make sure I  
 
        10  didn't miss one.   
 
        11           PROFESSOR GOULDER:  I think th e Air Resources  
 
        12  Board's own analysis of the economic im pact displays in  
 
        13  some detail which industries are more l ikely to be  
 
        14  effected in terms of trade exposure tha n others.  But  
 
        15  those are the three that come to mind.   
 
        16           BOARD MEMBER BALMES:  My last comment would be,  
 
        17  you know, I just read the letter from G overnor  
 
        18  Schwarzenegger, and I'm now aware of hi s perspective.   
 
        19           And I would say that just some thing to consider  
 
        20  is if we can reduce taxes considerably by a cap and trade  
 
        21  mechanism where there's not so much fre e allocation; I  
 
        22  realize we have to ramp up over time an d can't do it all  
 
        23  it once -- that seems to be something t hat could resonate  
 
        24  with the public with regard to dealing with some of the  
 
        25  political realities.  So I just throw t hat out there.   
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         1           CHAIRPERSON NICHOLS:  I think many people would  
 
         2  be attracted by the notion of replacing  inefficient taxes  
 
         3  or taxes that we know cause businesses to decide to locate  
 
         4  in other places with something that wou ld be more  
 
         5  economically rational.  Unfortunately f or us, in a way, I  
 
         6  suppose we don't actually get to make t hat decision.   
 
         7           BOARD MEMBER BALMES:  I unders tand.   
 
         8           CHAIRPERSON NICHOLS:  So what we're trying to do  
 
         9  here -- and it is hard to bear in mind,  because you'd like  
 
        10  to design the perfect system and then j ust have it execute  
 
        11  itself.   
 
        12           But people use the word "polit ics" as a negative  
 
        13  term, and I realize for many people it is.  But for me,  
 
        14  it's actually a noble term in the sense  that you're trying  
 
        15  to figure out how in a democratic socie ty where people  
 
        16  vote and participate you can come up wi th something that's  
 
        17  sustainable over time.  And that means in a situation  
 
        18  where, you know, people change their vo tes all the time.   
 
        19  They change their elected officials and  so on.   
 
        20           So you have to try to create a  system that will  
 
        21  somehow be able to carry itself on for long enough that it  
 
        22  does send the kind of signals we would like to send.  It's  
 
        23  a great challenge for us as a Board to come out with  
 
        24  something that we can implement that wi ll survive that  
 
        25  kind of test.   
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         1           Ms. D'Adamo.   
 
         2           BOARD MEMBER D'ADAMO:  Good se gue for some of the  
 
         3  questions that I have.   
 
         4           And this may fall in the realm  of public policy  
 
         5  decisions that you indicated that you d idn't make  
 
         6  judgments on.  But I'm curious from an economic  
 
         7  perspective from your perspective if we  were to direct the  
 
         8  distribution of funds to lessen the imp act on industries  
 
         9  that are covered by the cap and trade a nd then also if we  
 
        10  were to also direct some of the funds t owards programs  
 
        11  that could further our public policy go als, not sending it  
 
        12  back to the general fund, but targeting  those funds to  
 
        13  conservation measures, public transit, some of the things  
 
        14  that are transit, in particular, that a re very  
 
        15  underfunded.  And if we look at the goa ls of SB 375, the  
 
        16  big challenge that the communities are going to have in  
 
        17  meeting the targets are directly relate d to whether or not  
 
        18  we're going to be able to obtain fundin g for transit  
 
        19  projects for more livable, walkable com munities.   
 
        20           So curious if you looked at an y of those issues  
 
        21  in terms of specifically targeting wher e the funds go  
 
        22  beyond just generally recycled to house holds, for example.   
 
        23           PROFESSOR GOULDER:  I think th e Committee is very  
 
        24  sympathetic in spirit, indeed, the repo rt is as well, to  
 
        25  using some of the allowance value for j ust the purposes  
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         1  you indicated.  Those purposes are in w hat was called the  
 
         2  25 percent, the allowance value that do esn't go back to  
 
         3  households directly.   
 
         4           I listed a couple.  I mentione d adaptation and  
 
         5  job training.  I mentioned obliquely st ate and local  
 
         6  initiatives.  That could very well incl ude public transit,  
 
         7  for example, funding.  And the report d oes also mention  
 
         8  the use of allowance value for conserva tion measures.   
 
         9           We were unable to come up with  numbers in a sense  
 
        10  to try to measure the bang for the buck  from each of these  
 
        11  competing options.  So we instead just said here are a  
 
        12  number of options that look very good.  We think the 25  
 
        13  percent should go to these kind of thin gs, but we didn't  
 
        14  have the resources.  Even if we did, I' m not sure we would  
 
        15  have been able to come up with very pre cise estimates as  
 
        16  to which particular use of the allowanc e value we'd offer  
 
        17  the most social gain.  We thought that was just beyond our  
 
        18  abilities.   
 
        19           But we also felt that they had  enough going for  
 
        20  them that we thought it was good to hav e some allowance  
 
        21  value devoted to that as opposed to goi ng back directly to  
 
        22  households.  I confess that the 25 perc ent versus 30  
 
        23  percent versus 20 percent is somewhat a rbitrary.  But for  
 
        24  some reason, the Committee just seemed to converge on that  
 
        25  25 percent.  But we couldn't give you h ard analysis to  
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         1  justify that.  And we certainly aren't giving any analysis  
 
         2  to indicate the specifics of the elemen ts within the 25  
 
         3  percent.  But it would certainly embrac e the various  
 
         4  actions that you refer to.   
 
         5           And you also mentioned some of  it could be given  
 
         6  back to industry.  And we are very much  in favor of that,  
 
         7  to the extent that it helps with transi tion assistance or  
 
         8  helps provide investments that industri es can make that  
 
         9  have other laudable social purposes.   
 
        10           What we were hesitant to embra ce, however, was  
 
        11  simply giving allowance value free back  to industry in  
 
        12  order to sustain profits.  And we went through a lot of  
 
        13  discussion of that, in part because we felt that the  
 
        14  shareholders that you might be trying t o help in doing  
 
        15  that have already left the scene.  So t here I realize that  
 
        16  there's going to be some controversy to  that, but we were  
 
        17  relatively unsupportive of giving free allowance value  
 
        18  simply for the purpose of sustaining pr ofits, with the  
 
        19  exception of the trade-exposed energy-i ntensive industry  
 
        20  where the effort is not to sustain prof its, per se; it's  
 
        21  to sustain outcome and thus prevent lea kage.   
 
        22           BOARD MEMBER D'ADAMO:  Just a general comment for  
 
        23  the Board and staff.   
 
        24           I think it would be useful to have a further  
 
        25  analysis once we look at the entire pac kage.  I kind of  
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         1  look at this as just one tool of many o r like dials where  
 
         2  these allowances, how much can be free,  auctioned off.   
 
         3  And same thing with offsets:  In state,  out of state, and  
 
         4  the various configurations that we can make.  And I'm in  
 
         5  favor of pushing for as much as possibl e.  But we have a  
 
         6  very serious economic reality we're loo king at.  And so I  
 
         7  think what it's going to get down to is  what is the  
 
         8  expert, for me, say in terms of how muc h relief we can  
 
         9  offer to those that are going to be imp acted.  And it  
 
        10  would be useful to look at the entire p ackage in order to  
 
        11  get the best advice.   
 
        12           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        13           Dr. Telles.   
 
        14           BOARD MEMBER TELLES:  I probab ly of all people on  
 
        15  the Board have the hardest time underst anding this.  In  
 
        16  your presentation, which I almost under stood, you  
 
        17  mentioned that there is a dead weight v alue to taxes, like  
 
        18  $1.30.  And that you imply there's no d ead weight value  
 
        19  for allocations.  And then when you ans wered Ms. D'Adamo's  
 
        20  question on how to use allocations.  Yo u basically said  
 
        21  presented things which taxes are used f or.  You know, all  
 
        22  the things that you said, taxes are cur rently being used  
 
        23  for that.  So I really have a hard time  understanding  
 
        24  what's the difference between an alloca tion and a tax.  I  
 
        25  mean, if a tax is detrimental to the ec onomy, why isn't an  
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         1  allocation detrimental to the economy?   
 
         2           PROFESSOR GOULDER:  Fair enoug h.   
 
         3           First of all, we're talking ab out dead weight  
 
         4  loss, and it's the taxes have a cost de pending on which  
 
         5  tax it is.  But the tax will generally have a cost over  
 
         6  and above the amount of revenue brought  in.  So if you  
 
         7  bring in a dollar in taxes, you might u se that dollar for  
 
         8  a number of purposes.  And even if the benefit/cost ratio  
 
         9  in general is one, you're still losing something from the  
 
        10  private sector, because it's distorting  the labor market  
 
        11  through taxes, reducing labor incentive s, reducing  
 
        12  incentives to invest through capital ta xes.   
 
        13           So I think I understand that y our focus is then  
 
        14  why is it that auctioned -- proceeds fr om an auction don't  
 
        15  have a dead weight loss just like proce eds from an  
 
        16  ordinary tax?  Well, in fact, they do.  They have a gross  
 
        17  cost, which is the same.  But then ther e's also something  
 
        18  you have to net out which makes them ha ve an advantage,  
 
        19  which is there's the environmental bene fit, the fact that  
 
        20  they're dealing with an externality.  T hey're dealing with  
 
        21  the environmental costs that aren't inc orporated in  
 
        22  prices.   
 
        23           So whereas raising ordinary ta xes hurts the  
 
        24  economy overall because it just creates  labor market and  
 
        25  capital market distortions, having caut ioned revenue, it  
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         1  does cause some distortions in labor an d capital markets,  
 
         2  but that's more than offset by the envi ronmental gains.   
 
         3  So you're actually improving the alloca tion of resources.   
 
         4  You're not worsening it.  Economists so metimes make a  
 
         5  distinction therefore between on the on e hand ordinary  
 
         6  taxes, which were called distortionary taxes, and on the  
 
         7  other hand either auctioned permits or environmental taxes  
 
         8  which are called corrective taxes, beca use they deal with  
 
         9  an externality and they improve resourc e allocation rather  
 
        10  than worsen it.   
 
        11           So if we were to ignore the en vironment entirely,  
 
        12  then your intuition is exactly right; t here would be no  
 
        13  difference.  You might as well just sti ck with our tax  
 
        14  system and not try to substitute auctio n revenue for  
 
        15  ordinary tax revenue.  But given the ex ternalities and  
 
        16  given the concern about the environment  -- there is a  
 
        17  difference.  You can think of cap and t rade as a kind of  
 
        18  green tax reform, whereas Chairman Nich ols said, we're  
 
        19  substituting bad taxes or problematic t axes instead for  
 
        20  those -- we're introducing another reve nue source which  
 
        21  has this environmental benefit and make s it on net a  
 
        22  beneficial on source of revenue.   
 
        23           I hope that helps.   
 
        24           BOARD MEMBER TELLES:  Thank yo u.   
 
        25           CHAIRPERSON NICHOLS:  Other qu estions or comments  
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         1  before we hear from the public?  Staff want to comment?   
 
         2           Okay.  We'll go to the witness es, of whom there  
 
         3  are many starting with -- I hope you ha ve your list  
 
         4  somewhere so you know where you are in line.   
 
         5           Norman Pedersen, Brian Cragg, Louis Blumberg.   
 
         6           MR. PEDERSON:  Good afternoon,  Chairman Nichols  
 
         7  and members of the Board.   
 
         8           I am Norman Peterson here toda y for the Southern  
 
         9  California Public Power Authority.   
 
        10           We're concerned about some gap s in the EAAC  
 
        11  report.  The report says it's important  to send a strong  
 
        12  price signal to consumers, including el ectricity  
 
        13  consumers, to conserve energy and there by reduce GHG  
 
        14  emissions.   
 
        15           The report doesn't recognize t hat, under its  
 
        16  recommendations, two price signals woul d be sent to  
 
        17  electricity consumers:  First, a price signal would be  
 
        18  sent about the cost of carbon as reveal ed through an  
 
        19  auction of allowances; secondly, a pric e signal would be  
 
        20  sent about the cost of the complementar y measures that are  
 
        21  going to be undertaken by the electrici ty sector.   
 
        22           The cost of those complementar y measures for the  
 
        23  electricity sector is going to be subst antial.  The  
 
        24  Scoping Plan puts the cost of just one measure,  
 
        25  renewables, at $133 a ton.  Compare tha t $133 a ton to the  
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         1  projected cost of allowances, which I u nderstand the new  
 
         2  economic analysis is putting in the 20 to $30 range.   
 
         3           Electric utilities can design rates to send a  
 
         4  price signal about the cost of carbon a s revealed through  
 
         5  an auction.  However, we believe it wou ld be  
 
         6  counterproductive to also require the e lectric utilities  
 
         7  to send a potentially much greater pric e signal to  
 
         8  electricity consumers about the cost of  the complementary  
 
         9  measures.   
 
        10           So we propose an administrativ e allocation of  
 
        11  allowances to electric utilities for th e benefit of their  
 
        12  consumers.  After the administrative al location of  
 
        13  allowances to the electric utilities, t here could still be  
 
        14  auctioning to develop a robust cost of carbon as  
 
        15  demonstrated through the auctioning pro cess.   
 
        16           After auctioning, however, the re should be a  
 
        17  proportional return of auction revenues  to the electric  
 
        18  utilities.  Insofar as the electric uti lities are  
 
        19  pervasively regulated, you can be assur ed the value would  
 
        20  go to the benefit of consumers, not the  shareholders, as  
 
        21  Mr. Goulder was concerned about.  The r evenues would then  
 
        22  be available to be used by the electric  utilities for  
 
        23  concrete GHG emission reduction purpose s.  The return of  
 
        24  revenues would moderate the price signa l about the cost of  
 
        25  the electricity sector's complementary measures and ease  
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         1  the burden on consumers of moving to a low-carbon economy  
 
         2  while leaving in place that other price  signal about the  
 
         3  cost of carbon.   
 
         4           Thank you very much.   
 
         5           CHAIRPERSON NICHOLS:  Thank yo u.   
 
         6           Mr. Cragg, followed by Louis B lumberg and Strela  
 
         7  Cervas. 
 
         8           MR. CRAGG:  Good afternoon, Ch airman Nichols and  
 
         9  members of the Board.   
 
        10           I'm Brian Cragg representing t he Independent  
 
        11  Energy Producers Association, or IEP.   
 
        12           From what I've been able to re ad and gather from  
 
        13  the reports, it sounds very interesting  and I'm looking  
 
        14  forward to understanding it much better  and digesting it  
 
        15  further.   
 
        16           I did want to call your attent ion today to some  
 
        17  of the implications to one of the possi ble allocation  
 
        18  proposals that's been made that I don't  understand that  
 
        19  the Committee endorsed, but it is kicki ng around and might  
 
        20  be brought up again over the next coupl e months.  And  
 
        21  that's the proposal that would allocate  the allowances to  
 
        22  electric utilities, as my friend Norman  Pedersen just  
 
        23  mentioned.  And the rational for that a ppears to be that  
 
        24  the electric utilities are in the best position to provide  
 
        25  benefits to consumers by making use of those allowances.   
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         1  But I think it's important to realize a nd understand that  
 
         2  electric utilities are not just retail providers of energy  
 
         3  to retail customers; they're also whole sale -- also  
 
         4  compete in wholesale electric markets b oth at the sale and  
 
         5  regional levels and compete with IP mem bers and other  
 
         6  independent power producers.   
 
         7           I should probably mention that  IP represents  
 
         8  about 25,000 megawatts of independent n on-utility  
 
         9  installed capacity in California, which  represents about  
 
        10  33 percent of the peak demand in Califo rnia statewide.   
 
        11           The California Public Utilitie s Commission, which  
 
        12  regulates investor-owned utilities, has  adopted a hybrid  
 
        13  market structure that allows electric u tilities to compete  
 
        14  directly with their electric utility-ow ned generation with  
 
        15  independent power producers.  If those electric utilities  
 
        16  are allocated, the allowances, then the  independent  
 
        17  producers -- independent generation own ers will have to go  
 
        18  to these electric utilities' direct com petitors to get  
 
        19  those allowances.  It's a little bit as  if General Motors  
 
        20  was given the right to allocate operati onal permits for  
 
        21  the automotive industry and Toyota woul d have to go to GM  
 
        22  in order to get the permits it needs to  conduct its  
 
        23  businesses.   
 
        24           Now, obviously the Board's cho ice of allocations  
 
        25  in the electric utility industry could have a great effect  
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         1  on competition, as I explained this mor ning -- or this  
 
         2  afternoon.  IP therefore urges the Boar d to carefully  
 
         3  consider the competitive implications f or the electric  
 
         4  utility industry of the allocation meth odology that you  
 
         5  select as a result of this report in th e further  
 
         6  deliberations and also to consider care fully two  
 
         7  principles.  One is that entities with the compliance  
 
         8  obligation, which include electric gene ration, may need  
 
         9  and should have reasonable access to th e allowances.  And  
 
        10  second, that all generators, whether th ey're utility owned  
 
        11  or independently owned, should be treat ed equally in the  
 
        12  allowance and allocation.  They should be treated both in  
 
        13  theory and in actual application of the  allocation.   
 
        14           Thank you very much.   
 
        15           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        16           Louis Blumberg and Strela Cerv as.   
 
        17           MR. BLUMBERG:  Good afternoon,  Madam Chair and  
 
        18  members of the Board.   
 
        19           I'm Louis Blumberg with the Na ture Conservancy  
 
        20  based in San Francisco.   
 
        21           The Nature Conservancy is plea sed and supportive  
 
        22  of EAAC's recognition in its report of the importance of  
 
        23  the natural landscape and working lands capes in the  
 
        24  comprehensive climate policy, and we wa nt to thank them  
 
        25  for the work they did to work with us a nd be responsive to  
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         1  the input that we provided.   
 
         2           Madam Chair, as you know well,  our natural  
 
         3  landscapes provide key roles in the cli mate policy.  They  
 
         4  can be part of the problem and part of the solution.  They  
 
         5  can store greenhouse gases, and they ca n also be a source  
 
         6  of greenhouse gases.  So it's appropria te that the report  
 
         7  recognize those dual roles both in miti gating greenhouse  
 
         8  gas emissions and in helping communitie s and people  
 
         9  respond to the impacts already being fe lt and those  
 
        10  expected through adaptation.   
 
        11           Mindful of Dr. Balmes' admonit ion, I would like  
 
        12  to say the Nature Conservancy supports full auction as  
 
        13  soon as is feasible, recognizing that t here will be need  
 
        14  to take some time to learn by doing.  W hat that time frame  
 
        15  is, I can't say.   
 
        16           We also acknowledge that in th e auctioning part  
 
        17  of the report, the 75/25 does seem to b e a subjective  
 
        18  decision made by the Committee.  And we  wanted to -- I  
 
        19  would like to highlight three parts of these 25 percent,  
 
        20  if you will.  We don't have an alternat ive number, but we  
 
        21  are pleased that in that recommendation  that the -- the  
 
        22  recommendation that we support says wit h the allowance  
 
        23  value should be invested in natural sys tem adaptation.   
 
        24  There are a variety of public benefits that would be  
 
        25  approved from that, and we think it's i mportant and  
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         1  appropriate use of the allocation dolla rs in part to deal  
 
         2  with flood, fire, and sea level rise th at can protect  
 
         3  people and use nature to protect people  from these  
 
         4  impacts.   
 
         5           We also support the recommenda tion that  
 
         6  investment in SB 375 implementation be consistent with  
 
         7  related recommendations from the Region al Targeted  
 
         8  Advisory Committee, the RRAC, and the S trategic Growth  
 
         9  Council.  They both acknowledge the imp ortant role of  
 
        10  conservation, land use, and transportat ion in addressing  
 
        11  climate change.   
 
        12           And third, we support the reco mmendation that  
 
        13  local governments and counties, in part icular, be eligible  
 
        14  to receive allowance value for land use  plans and programs  
 
        15  that incorporate natural resource prote ction for climate  
 
        16  benefits amongst the many other benefit s they provide.   
 
        17           And given the recent interest in Washington, D.C,  
 
        18  or the progress as elucidated in the Go vernor's letter,  
 
        19  things seem to be moving.  And regardle ss of what happens  
 
        20  federally, action at the local level wi ll always be  
 
        21  important and remain a key part.   
 
        22           So thank you again to the EAAC , and we urge your  
 
        23  Board to include these recommendations in your final  
 
        24  implementation of AB 32.  Thank you.   
 
        25           CHAIRPERSON NICHOLS:  Strela C ervas. 
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         1           MS. CERVAS:  Good afternoon.  My name is Strela  
 
         2  Cervas.  I'm the co-coordinator for the  California  
 
         3  Environmental Justice Alliance.  CEJA i s comprised of six  
 
         4  of the leading base building environmen tal justice  
 
         5  organizations in the state.  So we have  the Asian Pacific  
 
         6  Environmental Network in Oakland and Ri chmond; the Center  
 
         7  on Race, Poverty and the Environment in  San Francisco and  
 
         8  the Central Valley, and the Center for Community Action  
 
         9  and Environmental Justice in Riverside and San Bernardino;  
 
        10  the Communities for a Better Environmen t in Oakland and  
 
        11  Los Angeles; the Environmental Health C oalition in San  
 
        12  Diego; and the People Organized to Dema nd Environmental  
 
        13  Rights in San Francisco.  And we work t o ensure that the  
 
        14  most impacted communities participate i n our state's  
 
        15  policy making.   
 
        16           I commend the Economic and All ocation Advisory  
 
        17  Counsel's recognition of the commitment s in AB 32 to  
 
        18  low-income residents and disadvantaged communities  
 
        19  throughout the state.  As we well know,  low-income  
 
        20  communities, immigrants, and people of color across the  
 
        21  state are disproportionately impacted b y environmental  
 
        22  health hazards.   
 
        23           Just a few comments on the rec ommendations.  I  
 
        24  want to focus on the Community Benefits  Fund starting with  
 
        25  recommendation number ten.  We suggest combining the  
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         1  recommendations in number ten and eleve n to establish a  
 
         2  defined Community Benefits Fund that wi ll be used solely  
 
         3  in the most impacted and disadvantaged communities.  The  
 
         4  Community Benefits Fund would help dire ct investments in  
 
         5  geographically defined neighborhoods fo r the purposes of  
 
         6  achieving our AB 32 goals of reducing g reenhouse gas  
 
         7  emissions, while reducing local air pol lution as well as  
 
         8  minimizing the health and economic impa cts of climate  
 
         9  change.   
 
        10           The Community Benefits Fund fu lfills the intent  
 
        11  and requirements of AB 32 to direct inv estments into the  
 
        12  most disadvantaged communities.  It can  provide for things  
 
        13  like pollution reduction, job training,  and job creation  
 
        14  problems, increasing the availability o f buses and  
 
        15  training, as well as fair subsidies for  mass transit  
 
        16  riders, everything that we need in our community.   
 
        17           The funds would greatly benefi t places like the  
 
        18  San Joaquin Valley that is experiencing  high rates of  
 
        19  pollution-related birth defects or plac es like Mira Loma  
 
        20  and Riverside and San Bernardino where communities that  
 
        21  live next to the freeways, the truck ro utes, and trains  
 
        22  suffer alarming rates of respiratory il lness.   
 
        23           So we really urge the Air Reso urces Board to  
 
        24  provide specifics to make the EAAC reco mmendations  
 
        25  operational.  We also support the appro ach that the  
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         1  legislature make the final decisions ab out the  
 
         2  allocations.  And I thank you for your time.   
 
         3           CHAIRPERSON NICHOLS:  Thank yo u.   
 
         4           Sophia Parino and Shankar Pras ad and Tim Tutt.   
 
         5           MS. PARINO:  Good afternoon.  My name is Sophia  
 
         6  Parino with the Center on Race, Poverty , and the  
 
         7  Environment.   
 
         8           And I would also like to expre ss my  
 
         9  organization's support for the Communit y Benefits Fund,  
 
        10  which was in the EAAC report Recommenda tion 10, I believe.   
 
        11           AB 32 and the EAAC recognize t hat there's  
 
        12  disproportionate impacts from global wa rming as well as  
 
        13  possibly from the implementation of AB 32, and that is  
 
        14  communities should be protected.  And w e feel that the  
 
        15  Community Benefits Fund is really the b est way to work  
 
        16  within AB 32 before these communities.  It directs  
 
        17  investments to the most impacted commun ities.  And it also  
 
        18  is an excellent way to fulfill your req uirement under AB  
 
        19  32 to invest in these disadvantaged com munities.   
 
        20           The Community Benefits Fund re ally avoids the  
 
        21  shortcomings of just a contingency fund , which was  
 
        22  Recommendation 11, where in the conting ency fund you're  
 
        23  waiting for the harm to happen and then  putting the burden  
 
        24  on the community to show that there was  a harm before  
 
        25  going into address that harm.   
 
 
 
 
 
 
 



                                                                    175 
         1           And what we would urge the Boa rd to do is to  
 
         2  establish a defined Community Benefits Fund that could  
 
         3  include a contingency fund but really f ocuses on  
 
         4  preparation and prevention.  And that t his would really  
 
         5  address the needs of these communities.    
 
         6           We need the strategies in the Community Benefits  
 
         7  Fund to respond to the existing higher levels of air  
 
         8  pollution and the anticipated dispropor tionate health  
 
         9  impacts from climate change in our comm unities.  And we  
 
        10  would urge the ARB to provide specific rulemaking within  
 
        11  the cap and trade rules that are coming  up with the  
 
        12  regulation that make these recommendati ons from the EAAC  
 
        13  operational and especially looking at o ur communities and  
 
        14  the Community Benefits Fund and making sure that there are  
 
        15  investments there.   
 
        16           Thank you.   
 
        17           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        18           Shankar and Tim Tutt and David  Arrieta.   
 
        19           MR. PRASAD:  Good afternoon.  Very rarely I get  
 
        20  the opportunity to speak to you twice i n a day and do so  
 
        21  favorably.   
 
        22           Chair Nichols and Secretary Ad ams, we are very  
 
        23  pleased and applaud you in assembling t his esteemed set of  
 
        24  intellectuals whose expertise and guida nce will help us in  
 
        25  shaping the market component of the Gre enhouse Gas  
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         1  Reduction Program.   
 
         2           We are thankful to Dr. Larry G oulder's leadership  
 
         3  and EAAC's efforts for following an exc ellent open public  
 
         4  process and active participation in the ir meetings.   
 
         5           We also appreciate the efforts  of Dr. Jim Boise  
 
         6  and his commitment in bringing AB 32 to  the low-income  
 
         7  communities and bringing the attention of the whole  
 
         8  Committee to the issue of how to ensure  that disadvantaged  
 
         9  communities are benefited and continue to be economically  
 
        10  viable.   
 
        11           We sincerely urge this Board t o endorse the  
 
        12  report and include them after some seri ous deliberations  
 
        13  into your cap and trade rulemaking.  Th ough you may not be  
 
        14  able to make a specific decision, I thi nk you will be able  
 
        15  to provide some specific guidance in or der to ensure that  
 
        16  these recommendations become operationa l as we move  
 
        17  forward.   
 
        18           We agree and fully support EAA C's recommendation  
 
        19  of 100 percent auctioning and coming to  the question Dr.  
 
        20  Balmes posed to all of us.  I think abo ut the five-year  
 
        21  period to the 100 percent auctioning wi thin about five  
 
        22  years is a reasonable place to start th inking about.   
 
        23           And we also support the previo us two who spoke in  
 
        24  favor of the committee's benefits.  I'v e talked to you  
 
        25  many times about that, so I do not want  to go into that  
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         1  again.  But we urge you all to combine the two,  
 
         2  Recommendations 10 and 11 so that the c ommittee benefits  
 
         3  fund is formed with a dedicated portion  of the allowance  
 
         4  value.   
 
         5           One of the key things -- one o f the things that  
 
         6  was mentioned about the contingency fun d is the monitoring  
 
         7  piece.  We believe monitoring across th e state at a  
 
         8  community level is very expensive and v ery unlikely  
 
         9  capable of differentiating minor change s.   
 
        10           Also, in this economic time, a lso changing  
 
        11  economic times, keeping the contingency  fund is highly  
 
        12  uncertain.  And in the context of EAAC' s recommendation of  
 
        13  the dividend policy, we concur with Dr.  Boise that both  
 
        14  policies can work together and not mutu ally an exclusive.   
 
        15           Thank you for the opportunity.    
 
        16           CHAIRPERSON NICHOLS:  Thank yo u.  Thanks for your  
 
        17  continuing participation.   
 
        18           Tim Tutt 
 
        19           MR. TUTT:  Thank you for the o pportunity to speak  
 
        20  today, Chair Nichols, Board.  We apprec iate your attention  
 
        21  to this critical component of AB 32 imp lementation, and we  
 
        22  appreciate the hard work of the EAAC in  developing their  
 
        23  recommendations to you.   
 
        24           SMUD was an active participant  in the EAAC  
 
        25  process, as were all the utilities in t he state.  As I  
 
 
 
 
 
 
 



                                                                    178 
         1  mentioned at your last Board meeting, t he utilities  
 
         2  universally recommend a different struc ture than the EAAC  
 
         3  has for the electricity sector.  The el ectric sector is a  
 
         4  key strategic stakeholder for AB 32, re presenting about a  
 
         5  quarter of the GHG emissions, but more importantly  
 
         6  representing significantly more than a quarter of the  
 
         7  reductions that can be achieved or are going to be  
 
         8  achieved through efficiency and renewab le measures in AB  
 
         9  32 complementary policies.   
 
        10           Our position is simple.  We be lieve that the  
 
        11  electric sector allowances should be ad ministratively  
 
        12  allocated to the utilities on behalf of  our customers,  
 
        13  required to be sold by the utilities at  an auction, an  
 
        14  independent auction, and that the reven ue then be used by  
 
        15  the utilities for investments in AB 32 related activities,  
 
        16  efficiency, renewables, and in the long er run,  
 
        17  transportation, electrification, smart grid, things of  
 
        18  that sort.  
 
        19           As the EAAC report recognizes,  there remain  
 
        20  market barriers to energy efficiency in  the state.   
 
        21  Utility efficiency programs are require d to address these  
 
        22  barriers.  Price signals alone are not sufficient to  
 
        23  achieve the 100 percent cost effective energy efficiency  
 
        24  that is a goal of the scoping plan and the energy policies  
 
        25  agencies in the state.  Utilities have a robust and  
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         1  growing efficiency program in place and  can  
 
         2  cost-effectively invest allowance reven ue to support and  
 
         3  further expand these programs.   
 
         4           The utilities is also the enti ty that makes  
 
         5  resource purchase decisions in the stat e in the electric  
 
         6  sector and can best use these allowance  revenues to  
 
         7  support high cost renewable program pur chases to achieve  
 
         8  the 33 percent renewable portfolio stan dard.   
 
         9           This position is similar to th e position -- the  
 
        10  recommendations from the Energy Commiss ion and the Public  
 
        11  Utilities Commission in their 2008 repo rt to the ARB.   
 
        12           And in closing, we believe tha t using allowance  
 
        13  revenues to invest in AB 32 related pol icies, rather than  
 
        14  concentrating on raising prices, is a k ey component of  
 
        15  what you should establish in allowance policy for the  
 
        16  state.  And the LDCs are a critical par tner in this  
 
        17  investment.   
 
        18           You have an opportunity to onc e again lead the  
 
        19  nation and influence the off-again/on-a gain debates that  
 
        20  are happening at the national level.  W e urge you to  
 
        21  consider the utility role as you move f orward this year.   
 
        22           Thank you.   
 
        23           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        24           David Arrieta and Frank Harris  and Susie Berlin.   
 
        25           MR. ARRIETA:  Good afternoon.  My name is David  
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         1  Arrieta, and I'm here for the Western S tates Petroleum  
 
         2  Association.   
 
         3           Today, we'd like to focus our comments on the  
 
         4  leakage issue.  But first we'd like to say that we, too,  
 
         5  were disappointed that the Committee di d not consider some  
 
         6  of the legal and other hurdles that mig ht impinge on their  
 
         7  recommendations.   
 
         8           But having said that, we total ly concur with the  
 
         9  Committee that preventing leakage is cr itical to the  
 
        10  implementation of AB 32.  And we concur  with their  
 
        11  statement that if energy-intensive trad e-exposed industry  
 
        12  is -- if leakage is not addressed for e nergy-intensive  
 
        13  trade-exposed industry, they will be si gnificantly  
 
        14  impacted.  That is why we support their  recommendations  
 
        15  that fuel production be fully analyzed for leakage  
 
        16  impacts.   
 
        17           But we also believe that crude  oil production is  
 
        18  an energy-intensive trade-exposed segme nt of the industry  
 
        19  and that that element or sector should be fully evaluated.   
 
        20           We believe that -- the Committ ee recommends a  
 
        21  couple of mitigating measures for how t o address leakage.   
 
        22  One is border adjustments, and the othe r is free  
 
        23  allocation.  We believe that free alloc ation is the  
 
        24  appropriate way to deal with it, consid ering that some of  
 
        25  the other legal issues were not address ed.   
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         1           And then finally, we'd like to  concur with the  
 
         2  baby steps approach that was outlined e arlier today by  
 
         3  Chairman Nichols.  We think that transi tioning into the  
 
         4  2020 time frame is really important and  that it needs to  
 
         5  be done in, as you said, baby steps.  A nd we support that  
 
         6  approach.   
 
         7           Thank you.   
 
         8           CHAIRPERSON NICHOLS:  Thank yo u.   
 
         9           Frank Harris and Susie Berlin.    
 
        10           MR. HARRIS:  Hello.  Frank Har ris, Southern  
 
        11  California Edison.   
 
        12           Appreciate the opportunity to speak to the Board  
 
        13  today.   
 
        14           SCE supports the goals of AB 3 2 and appreciates  
 
        15  the opportunity to participate in the o ngoing effort to  
 
        16  achieve -- to develop the rules to impl ement the  
 
        17  legislation.  Certainly, the EAAC Commi ttee work and their  
 
        18  report has worked to considerably move the ball forward  
 
        19  and to increase the shareowner understa nding.   
 
        20           As Professor Goulder indicated , the regulated  
 
        21  utilities are uniquely positioned to be  able to pass  
 
        22  allowance value back to the customers.  It's not a  
 
        23  question of increasing or developing pr ofits in the  
 
        24  regulated utility sector.   
 
        25           Additionally, as a result of t he regulated  
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         1  rate-making process, the regulated util ities are in a  
 
         2  position to still be able to pass along  the proper price  
 
         3  signal in rates to our retail customers  so they are able  
 
         4  to make demand decisions that are consi stent with the  
 
         5  economic and the environmental goals ou tlined in the EAAC  
 
         6  report.   
 
         7           The PUC, in their joint recomm endation with the  
 
         8  Energy Commission, has already indicate d its interest in  
 
         9  accomplishing that goal.   
 
        10           As some other utility members representatives --  
 
        11  Southern California Edison is one of th em -- supports an  
 
        12  administrative allocation of allowances  to the utility.   
 
        13  And a key part of this is that those al lowances then be  
 
        14  placed into an open and transparent auc tion so that all  
 
        15  regulated entities can have equal and o bjective access to  
 
        16  those allowances.   
 
        17           Doing this would address, for example, the  
 
        18  concerns that Mr. Cragg indicated from IEP.  This would  
 
        19  allow the generators, the regulated gen erators, regulated  
 
        20  utilities, every AB 32 regulated entity  equal access to  
 
        21  these allowances.  The revenue from tha t auction being  
 
        22  returned to the regulated utilities acc ording to the  
 
        23  initial administrative allocation could  then be used for  
 
        24  many of the complimentary measures that  have been  
 
        25  developed in the Scoping Plan and gener ally to reduce the  
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         1  economic burden that would be imposed o n our customers.   
 
         2           Thank you very much.   
 
         3           CHAIRPERSON NICHOLS:  Thank yo u.   
 
         4           Susie Berlin and Vien Truong.   
 
         5           MS. BERLIN:  Chairman Nichols,  members of the  
 
         6  Board, my name is Susie Berlin, and I r epresent the  
 
         7  Northern California Power Agency.  NCPA  is a joint powers  
 
         8  agency comprised of publicly-owned util ities of all  
 
         9  different sizes.   
 
        10           NCPA and its members have been  aggressive in  
 
        11  their efforts to achieve the goals of A B 32 and reduce  
 
        12  their carbon footprint and look forward  to continuing to  
 
        13  do so.   
 
        14           However, NCPA has concern with  some of the  
 
        15  recommendations in the report regarding  the use of auction  
 
        16  value, program value, and the recommend ation for a full  
 
        17  auction.  AB 32 sets out a very specifi c goal and  
 
        18  objectives for the state, and that is t o reduce GHG  
 
        19  emissions in California.  To do this, w e must not only  
 
        20  capture the low-hanging fruit, such as increased energy  
 
        21  efficiency, but also transition to a lo w-carbon economy.   
 
        22  Achieving these objectives will come wi th a very high but  
 
        23  necessary price tag.  Accordingly, it i s paramount that  
 
        24  any value that comes from a Cap and Tra de Program be used  
 
        25  directly to achieve the mandates set fo rth in AB 32.   
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         1  These funds must be used to expand exis ting GHG reducing  
 
         2  programs, such an energy efficiency and  renewable energy  
 
         3  procurement, further research and devel opment of low  
 
         4  carbon technologies to help transition into a low-carbon  
 
         5  economy and protect our most valuable c ustomers in  
 
         6  transition to that economy.  This canno t be achieved by  
 
         7  giving each Californian a mere fraction  of the value.   
 
         8  Rather, these goals will be more econom ically and  
 
         9  efficiently achieved by direct investme nts in the programs  
 
        10  I just mentioned.   
 
        11           Achieving these goals can also  be facilitated by  
 
        12  the allocation of allowances directly t o electric  
 
        13  utilities.  NCPA supports the allocatio n of allowances to  
 
        14  retail electric providers to use for th e benefit of their  
 
        15  customers and to achieve the goals of A B 32.   As Dr.  
 
        16  Goulder noted, electric utilities are u niquely situated,  
 
        17  but they're also subject to a number of  mandates for  
 
        18  complementary measures that must be fun ded in addition to  
 
        19  the Cap and Trade Program.  These measu res, such as  
 
        20  increased CHP and renewable energy, are  going to be costly  
 
        21  but necessary.  Allowance value can be used by utilities  
 
        22  to reduce the rate impacts for their cu stomers, while  
 
        23  still preserving the price signals for the carbon cost as  
 
        24  they relate to the Cap and Trade Progra m itself.   
 
        25           Utilities have existing effect ive and direct  
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         1  relationships with all Californians, an d this relationship  
 
         2  is ideal to deliver the GHG reductions through the  
 
         3  programs that are already in existence and expansion of  
 
         4  the programs.  These programs directly benefit utility  
 
         5  customers by controlling rate increases , and this is key  
 
         6  to directly achieve the goals of AB 32.    
 
         7           Allocation to utilities does n ot have to put  
 
         8  utilities in a position of competitive advantage with  
 
         9  independent energy producers and the ma rket design --  
 
        10  program design issues such as those men tioned by Norm  
 
        11  Pedersen for NCPA and Frank -- for SCPP A -- and Frank  
 
        12  Harris for Edison can protect against t hose kinds of  
 
        13  concerns.   
 
        14           Thank you very much.   
 
        15           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        16           Vien Truong, Kate Beardsley, a nd Annebell  
 
        17  Guierro.   
 
        18           MS. TRUONG:  Thank you, Chair Nichols and Board  
 
        19  members, for your leadership on the imp lementation of AB  
 
        20  32.   
 
        21           My name is Vien Truong.  I'm h ere on behalf of  
 
        22  the Green for All.  Green for All is a national  
 
        23  organization working to build an inclus ive green economy  
 
        24  strong enough to let people out of pove rty.  Our  
 
        25  organization is proud to have worked wi th leaders in civil  
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         1  rights, faith, labor, environment, and community groups in  
 
         2  shaping and winning unprecedented legis lation on the  
 
         3  federal, state, and local levels across  the country.   
 
         4           We're here today, because your  guidance how to  
 
         5  shape California's Cap and Trade Progra m will have a  
 
         6  significant impact on the rest of the n ation.  In my work  
 
         7  with state legislators across the natio n, many have told  
 
         8  me that they look to you for guidance o n how the shape  
 
         9  their policies.  Thus, we ask for your continued  
 
        10  leadership on getting us an environment ally sound future.   
 
        11           As such, we encourage you to a dopt the EAAC  
 
        12  recommendations.  The Economic and Allo cations Advisory  
 
        13  Committee has demonstrated exemplary le adership by  
 
        14  adopting recommendations that takes us towards  
 
        15  implementing AB 32 in a way that protec ts and lifts up  
 
        16  communities most vulnerable to the impa cts of climate  
 
        17  change.  The effects of climate change threatens all  
 
        18  people, but it's the impoverished who s uffer the most from  
 
        19  heat-related deaths, floods, lost jobs,  and air pollution.   
 
        20  Poor people and people of color are the  first to be  
 
        21  devastated when climate disaster strike s.   
 
        22           As such, we commend the Adviso ry Committee for  
 
        23  drafting recommendations that balances environmental and  
 
        24  economic concerns, and we encourage the  Board to adopt  
 
        25  these recommendations.   
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         1           We are especially supportive o f the idea of a  
 
         2  Community Benefits Fund that would dire ct the investments  
 
         3  to the communities most in need.  A com munities benefits  
 
         4  fund will help vulnerable communities a chieve the goals of  
 
         5  AB 32 and reducing greenhouse gas emiss ions, ensure that  
 
         6  residents in these communities have acc ess to necessary  
 
         7  training, and ensures that the disadvan taged communities  
 
         8  have the necessary tools to transition to a green economy.   
 
         9  These goals are key to developing an eq uitable green  
 
        10  economy and thus should be prioritized in the allocations  
 
        11  of funds.   
 
        12           Our country is facing multiple  disasters and  
 
        13  crises.  You are in a position to guide  us to a future  
 
        14  that is cleaner, fairer, and more just.    
 
        15           We are here to support your bo ld leadership.  We  
 
        16  support this, and we begin with the ado ption of the EAAC  
 
        17  recommendations and making sure that th ese priorities are  
 
        18  valued before all else.   
 
        19           Thank you.   
 
        20           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        21           Kate Beardsley.   
 
        22           MS. BEARDSLEY:  Good afternoon .  Thanks for the  
 
        23  opportunity to speak.   
 
        24           My name is Kate Beardsley.  I' m a manager in  
 
        25  state agency regulations for Pacific Ga s and Electric  
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         1  Company.   
 
         2           PG&E and our customers share C alifornia's desire  
 
         3  to continue its leadership on climate c hange.  We were the  
 
         4  first investor-owned utility to support  enactment of AB  
 
         5  32.  And our customers have invested in  and will continue  
 
         6  to invest in customer energy efficiency  programs and a  
 
         7  clean electric generating portfolio so that our emissions  
 
         8  are among the lowest of any utility in the nation.   
 
         9           PG&E is committed to achieving  AB 32's goal while  
 
        10  managing cost for our customers.  As yo u have heard from a  
 
        11  couple of other utilities, the electric  sector is  
 
        12  responsible for about 25 percent of Cal ifornia's  
 
        13  greenhouse gas emissions, yet our custo mers are being  
 
        14  asked to obtain a much higher percentag e of the total AB  
 
        15  32 reductions as a result of requiremen ts to invest in  
 
        16  increased renewable resources, energy e fficiency, combined  
 
        17  heat and power, in addition to particip ating in the Cap  
 
        18  and Trade Program.   
 
        19           While we support the overarchi ng goals of AB 32  
 
        20  and believe that complementary measures , such as energy  
 
        21  efficiency, have the potential to deliv er cost-effective  
 
        22  emission reductions, we're concerned ab out over-burdening  
 
        23  our sector without providing sufficient  allowances to  
 
        24  utilities to help mitigate these costs and to help ease  
 
        25  the transition to the low-carbon econom y.   
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         1           We recognize that EAAC recomme nds against  
 
         2  allocating allowances to utilities for our customers'  
 
         3  benefit in order to avoid masking the p rice signal from  
 
         4  the cap and trade.  However, we are con cerned about the  
 
         5  impacts of the cumulative costs of AB 3 2.  Regardless of  
 
         6  how AB 32 is implemented, California ut ility customers  
 
         7  will be asked to bear a significant por tion of the cost,  
 
         8  whether it is via allowances in a cap a nd trade or via the  
 
         9  implementation of programs such as incr eased renewable  
 
        10  resources.   
 
        11           For this reason, we also belie ve that allowances  
 
        12  should be allocated to electricity cust omers via  
 
        13  California's utilities to help mitigate  the cost of AB 32  
 
        14  and to also help advance the goals of t he program.   
 
        15           Following the allocation, we s upport the notion  
 
        16  that allowances can be auctioned on a n on-discriminatory  
 
        17  basis to other complying entities.   
 
        18           We urge the ARB to join federa l legislators, the  
 
        19  California Public Utilities Commission,  the California  
 
        20  Energy Commission, and the many other i nstitutions in  
 
        21  recognizing that an allocation of allow ances to electric  
 
        22  utilities for the benefit of their cust omers is  
 
        23  appropriate and fair, given the importa nt role our  
 
        24  customers are destined to play in helpi ng the entire state  
 
        25  meets its greenhouse gas reduction goal s. 
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         1           Thanks again for the opportuni ty to speak.   
 
         2           CHAIRPERSON NICHOLS:  Thank yo u.   
 
         3           Annebell Guierro, are you here ? 
 
         4           Betsy Reifsnider.   
 
         5           MS. REIFSNIDER:  Thank you so much.  I'm here  
 
         6  representing Catholic Charities and the  Stockton Diocese.   
 
         7  And we're here to say thank you for the se recommendations  
 
         8  and this report.   
 
         9           Specifically, I'd like to poin t to Section 6.4,  
 
        10  the provision of allowance value on pag e 66 and 67 as it  
 
        11  relates to low income and disadvantaged  communities in  
 
        12  geographically defined areas.  We agree  with those EAAC  
 
        13  members and with many of the previous s peakers, including  
 
        14  Dr. Shankar Prasad, who recommended tha t of the allowance  
 
        15  value to be devoted to investment, that  a specific  
 
        16  percentage be set aside for investments  in disadvantaged  
 
        17  communities through a defined Community  Benefits Fund.   
 
        18           Now, our Diocese includes Stan islaus and San  
 
        19  Joaquin Counties where the unemployment  rates are above  
 
        20  the California average, where the pover ty rates are 14  
 
        21  percent, which is also above the Califo rnia average.  In a  
 
        22  place like south Stockton specifically,  the poverty rate  
 
        23  is 29 percent.  And in other places, su ch as Modesto, in  
 
        24  the unincorporated underserved areas, w e have 30  
 
        25  unincorporated areas in Modesto.  They are underserved.   
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         1  The resident lack street lights, sewers , sidewalks.  So a  
 
         2  geographically defined Community Benefi ts Fund would  
 
         3  profit these communities greatly.   
 
         4           And then, finally, we'd like t o agree with the  
 
         5  EAAC that 100 percent of allowances sho uld be auctioned,  
 
         6  just as Dr. Goulder recommended.  And w e would like to  
 
         7  commend the EAAC.  We would like to com mend the Board.   
 
         8  And we do hope that you will adopt thes e recommendations.   
 
         9           Thank you very much.   
 
        10           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        11           Ralph Moran and Michael Murray  and Sahar Shirazi.   
 
        12           MR. MORAN:  Madam Chair, Board  members, thank  
 
        13  you.   
 
        14           I'd like to thank Professor Go ulder and the rest  
 
        15  of the EAAC for a well done analysis an d especially thank  
 
        16  him for the open and inconclusive proce ss.  I know that  
 
        17  requires a lot more work, but it's very  much appreciated.   
 
        18           I think the EAAC report makes very clear how  
 
        19  crucial it is that climate change polic y address leakage.   
 
        20  Failure to address leakage results in a n overstatement of  
 
        21  GHG emission reductions, because emissi ons are simply  
 
        22  shifted to non-regulated areas rather t han reduced.  Many  
 
        23  times, jobs follow these emissions.   
 
        24           For instance, a report on the potential for  
 
        25  climate policy to result in emissions l eakage in U.S.  
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         1  refining concluded that emissions reduc tions would be  
 
         2  largely offset by emission increases in  non-U.S.  
 
         3  refineries and that, over time, relianc e on product  
 
         4  imports could double.  Coastal refineri es such as those in  
 
         5  California would be particularly effect ed.   
 
         6           So though the EAAC clearly mak es the case for  
 
         7  addressing leakage, unfortunately, we c an't agree with  
 
         8  what appears to be their preferred appr oach.  And in the  
 
         9  EAAC's defense, they have admitted they 're trying to think  
 
        10  outside the box and challenge the statu s quo.   
 
        11  Unfortunately, most of us involved in p olicy have to work  
 
        12  very much inside the box.  So specifica lly, the EAAC  
 
        13  proposal for use of border taxes on imp orted goods to  
 
        14  address leakage, even if it were legal,  we don't see it as  
 
        15  viable or attractive.   
 
        16           So because aside from being hi ghly controversial  
 
        17  and complex, you have to try to figure out the carbon  
 
        18  footprint for every car, computer, and cup that came into  
 
        19  California or gallon of gasoline.  That  method would  
 
        20  saddle Californians with paying the cos t of the carbon  
 
        21  footprint of other countries and other states.   
 
        22           Luckily, a much easier solutio n exists.  And that  
 
        23  is to protect California industry who i s trade exposed  
 
        24  through the proper allocation of allowa nces.  This method  
 
        25  is much simpler, less controversial, an d will not require  
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         1  Californian's to pay for the carbon foo tprint of other  
 
         2  nations or states.   
 
         3           Thank you.   
 
         4           CHAIRPERSON NICHOLS:  Thank yo u.   
 
         5           Mr. Murray.   
 
         6           MR. MURRAY:  Good afternoon, M adam Chair and  
 
         7  members of the Board.   
 
         8           My name is Mike Murray, and I' m the Regional Vice  
 
         9  President of State Government Affairs f or Sempra Energy,  
 
        10  the parent company of San Diego Gas and  Electric.   
 
        11           I first want to take this oppo rtunity to thank  
 
        12  Chair Nichols for her leadership and gu idance in what has  
 
        13  been a very, very lengthy process with a lot of  
 
        14  stakeholder involvement and a lot of tr ansparent  
 
        15  discussion.  I think it's been a great dialogue and shows  
 
        16  you some of the things that we are look ing forward to  
 
        17  going forward and some of the challenge s we have to  
 
        18  implement AB 32.   
 
        19           Sempra is committed the workin g with ARB to  
 
        20  ensure that AB 32 is implemented to ach ieve the law's  
 
        21  goals in a cost-effective manner.   
 
        22           As you've heard before, the el ectricity sector is  
 
        23  being asked to implement mandatory meas ures, including a  
 
        24  33 percent RPS, enhanced energy efficie ncy programs, and  
 
        25  more combined heat and power, in additi on to being a  
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         1  participant in a Cap and Trade Program.    
 
         2           There have been some financial  analysis which  
 
         3  have concluded that a cap and trade is less expensive than  
 
         4  mandatory measures, while cap and trade  on top of  
 
         5  mandatory measures will further increas e costs to  
 
         6  California utility customers.   
 
         7           If auctioning of allowances is  carried out as  
 
         8  EAAC has proposed, we believe that the economic impacts on  
 
         9  California electric customers would be reduced if a  
 
        10  substantial portion of these auction re venues are returned  
 
        11  to utilities to partially compensate th em for the cost of  
 
        12  implementing mandatory measures.   
 
        13           We also strongly support the G overnor's views as  
 
        14  stated in his letter of March 24th that  a free allocation  
 
        15  of allowances and a robust offset marke t will  
 
        16  significantly reduce the economic impac ts on business and  
 
        17  residents in California without comprom ising the intended  
 
        18  goals of the state.   
 
        19           Finally, we also agree with th e Governor's view  
 
        20  that if allowances are freely allocated , they are  
 
        21  distributed in a manner that rewards co mpanies that have  
 
        22  already made significant investments in  energy efficiency  
 
        23  and carbon reduction.   
 
        24           Thank you very much.   
 
        25           CHAIRPERSON NICHOLS:  Thank yo u.   
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         1           Sahar Shirazi and then Torm No mpraseurt and Mari  
 
         2  Rose Taruc.   
 
         3           MS. SHIRAZI:  Good afternoon.  My name is Sahar  
 
         4  Shirazi, and I'm here representing the Green Collar Jobs  
 
         5  campaign for the Ella Baker Center for Human Rights in  
 
         6  Oakland.  We are a nonprofit dedicated to uplifting our  
 
         7  communities through education, advocacy , and formal policy  
 
         8  work.  In particular, the Green Collar Jobs Campaign works  
 
         9  to ensure equal opportunities for low-i ncome people of  
 
        10  color in the emerging green economy by promoting greater  
 
        11  job training, job creation, and closing  the climate gap.   
 
        12           We'd like to thank you for hol ding this public  
 
        13  meeting and allowing all of our voices to be heard as well  
 
        14  as creating an open and engaging proces s in implementing  
 
        15  California's Greenhouse Gas Reduction P rogram.   
 
        16           The EAAC report recognizes the  importance of  
 
        17  addressing climate gap issues in disadv antaged and  
 
        18  low-income communities.  These geograph ically designed  
 
        19  areas have suffered the most from pollu tion and will  
 
        20  struggle the most with the consequences  of the climate  
 
        21  crisis, including increased air polluti on, associated  
 
        22  health issues, increased costs of livin g, and lost jobs.   
 
        23           In order to reverse the trend of jobless recovery  
 
        24  and stimulate our economy, we must inve st in job training  
 
        25  and creation.  The revenues generated b y AB 32 are key in  
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         1  creating the careers of the future, whi ch will uplift our  
 
         2  finances, our state, and the communitie s that were left  
 
         3  behind in this economy.   
 
         4           As we form this new green econ omy, we must create  
 
         5  opportunities in all communities and fo cus on those that  
 
         6  are most vulnerable.  This is why we su pport the  
 
         7  establishment of the Community Benefits  Fund, which will  
 
         8  protect California's most vulnerable ci tizens while  
 
         9  creating local green jobs to lift commu nities out of  
 
        10  poverty.   
 
        11           We urge the CARB Board to cons ider these  
 
        12  recommendations and incorporate them in to the implementing  
 
        13  of AB 32, specifically by establishing a Community  
 
        14  Benefits Fund with the percentage of th e proceeds of  
 
        15  auctioned allowances.  This fund will h elp strengthen the  
 
        16  neighborhood's response to environmenta l crisis and reduce  
 
        17  the overall negative impact of climate change in these  
 
        18  areas.   
 
        19           Recognizing that EAAC also rec ommended a dividend  
 
        20  policy, we want to point out that this concept is not  
 
        21  mutually exclusive from a Community Ben efits Fund.  These  
 
        22  policies can work together, alleviating  the higher cost  
 
        23  from increased energy prices, through a  dividend policy to  
 
        24  protect low-income consumers while esta blishing a  
 
        25  strategic policy, namely the Community Benefits Fund, to  
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         1  respond to the existing higher levels o f pollution and  
 
         2  anticipated economic and health impacts  of climate change  
 
         3  in disadvantaged communities.  Our new economy must not  
 
         4  have any throw away resources, neighbor hoods, or people.   
 
         5           The emerging green economy has  the potential to  
 
         6  be this generation's greatest possibili ty frontier.  We  
 
         7  have the unprecedented opportunity to s imultaneously  
 
         8  reduce our greenhouse gas emissions, im prove our economy,  
 
         9  and shrink the climate gap by addressin g issues of health  
 
        10  care, air pollution, accessible transpo rtation, green job  
 
        11  creation, and environmental inequity in  low-income  
 
        12  communities of color.   
 
        13           Let's take every step necessar y to make sure we  
 
        14  fulfill the potential which we are pres ented.  Let's  
 
        15  recover California's economy and lead t he rest of the  
 
        16  nation in the creation of high quality green jobs that  
 
        17  puts citizens back to work today and en sures us all a  
 
        18  cleaner, safer, more equitable tomorrow .  
 
        19           Thank you.   
 
        20           CHAIRPERSON NICHOLS:  Torm Nom praseurt. 
 
        21           MR. NOMPRASEURT:  Thank you, M r. Chair Nichols  
 
        22  and Board.   
 
        23           First of all, I really commend  your leadership in  
 
        24  terms of the reason of the EAAC to have  the report.   
 
        25           And secondly, want to commend the EAAC, all the  
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         1  members of the EAAC, especially Dr. Gou lder who bring the  
 
         2  report.   
 
         3           I'm from Richmond, and Richmon d community have  
 
         4  been suffer the most pollution in over 100 year.  And  
 
         5  there are many diverse low-income commu nity from community  
 
         6  of color.  And I live there 35 year.  A nd I know what it  
 
         7  is and how it like.   
 
         8           And the EAAC recommendation, e specially I want to  
 
         9  commend in term of your morale, princip le, and wisdom in  
 
        10  term of look at the community that been  suffering and  
 
        11  disproportionate for many, many year.  Richmond, over 100  
 
        12  year.   
 
        13           And that's not being the equal  of the share.  But  
 
        14  I think at least this is start, a good place to start.   
 
        15  And I'm very commend on that.   
 
        16           And also California we seem to  take a lot of  
 
        17  leadership.  And I think California lea dership start in  
 
        18  this room and all of our Board here and  also  
 
        19  recommendation of the EAAC who also bri ng your hand to  
 
        20  help out the community like us in Richm ond who have been  
 
        21  very suffering for many year.   
 
        22           And this fund will be helpful to our community  
 
        23  and also our state here, also the natio n.  And also I  
 
        24  thank you so much for open public proce ss.   
 
        25           And we, the community, and als o the Asian Pacific  
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         1  Environmental Group is very hold the va lue of the public  
 
         2  transparency.  And I commend you for th at.  And thank you  
 
         3  for speaking today.   
 
         4           CHAIRPERSON NICHOLS:  Thank yo u very much for  
 
         5  coming.   
 
         6           Mari Rose Taruc. 
 
         7           MS. TARUC:  Good afternoon, Ch airwoman Nichols  
 
         8  and the Resources Board.   
 
         9           My name is Mari Rose Taruc her e representing the  
 
        10  Asian Pacific Environmental Network, wh o's a member of the  
 
        11  California Environmental Justice Allian ce that organizes  
 
        12  throughout the state.   
 
        13           APEN organizes hundreds of low -income  
 
        14  Asian-Pacific American families in Oakl and and Richmond  
 
        15  living next to congested freeways and p olluting  
 
        16  industries.   
 
        17           This morning, I had to leave m y son who had an  
 
        18  asthma attack to be here, so I hope you  hear and take to  
 
        19  heart what we have to say.   
 
        20           We support the Community Benef its Fund that the  
 
        21  EAAC report recommends.  We applaud the  EAAC's findings to  
 
        22  include a Community Benefits Fund and u rge the California  
 
        23  Air Resources Board to adopt these reco mmendations.   
 
        24           The Community Benefits Fund is  a vitally  
 
        25  important piece of closing the climate gap in California  
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         1  where low-income communities of color e xperience a  
 
         2  disproportionate burden of the health i mpacts of  
 
         3  greenhouse gas pollution from adjacent polluting  
 
         4  facilities, like the Richmond Chevron r efinery that's in  
 
         5  our neighborhood, which happens to be t he number one  
 
         6  greenhouse gas emitter in California, t o the 880 freeway  
 
         7  that we can see and smell from the wind ows in our office  
 
         8  in Chinatown as it carries goods to and  from one of the  
 
         9  busiest ports in this country.   
 
        10           From our work with the Califor nia Environmental  
 
        11  Justice Alliance, we see across Califor nia the climate gap  
 
        12  where low-income minority communities a re the most  
 
        13  vulnerable to extreme climate event.  I n Oakland, the  
 
        14  poorest homes are not only located next  to polluting  
 
        15  industries, but also next to the shorel ine, putting us at  
 
        16  most risk from damage from sea level ri se.   
 
        17           And because instead of a fores t of trees, we have  
 
        18  a forest of industries, because we're v ulnerable to heat  
 
        19  island effect that effect residents in extremely hot days.   
 
        20           And because we are poor, lack insurance, and  
 
        21  already have many health problems, we a re the least able  
 
        22  to bounce back from any climate disaste rs that are  
 
        23  projected.   
 
        24           We didn't come here to illustr ate these problems.   
 
        25  We wanted to tell you about the plans w e have for  
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         1  greenhouse gas reductions as well.  In fact, we have begun  
 
         2  the work of rebuilding our communities to be healthy and  
 
         3  vibrant while linking it to greenhouse gas emissions.   
 
         4           In Oakland, we are working on a transit-oriented  
 
         5  development at the BART train system in  the Bay Area.  We  
 
         6  have plans to link our affordable housi ng and public  
 
         7  health ideas to green infrastructure an d green jobs.  We  
 
         8  know the Community Benefits Fund can gi ve a boost to this  
 
         9  important project as well as different communities like  
 
        10  ours around the state doing the same th ing.   
 
        11           We see the Community Benefits Fund as a  
 
        12  significant step in the right direction  and correcting the  
 
        13  injustice from historic pollution to th e future of climate  
 
        14  disasters.  We encourage you to adopt t he EAAC's  
 
        15  recommendation to implement the Communi ty Benefits Fund.   
 
        16           Thank you.   
 
        17           CHAIRPERSON NICHOLS:  Thank yo u for your strong  
 
        18  statement.   
 
        19           Bob Lucas.   
 
        20           MR. LUCAS:  Thank you very muc h.   
 
        21           My name is Bob Lucas.  I'm her e today  
 
        22  representing the California Council for  Environmental and  
 
        23  Economic Balance, also known as CCEEB. 
 
        24           When reviewing this report and  considering its  
 
        25  recommendations, perspective and contex t is very  
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         1  important.  To an economist, the value of an allowance  
 
         2  does not represent a cost to the econom y.  But I can  
 
         3  assure you to the people purchasing the  allowance that the  
 
         4  value of that allowance is very definit ely a cost.  And  
 
         5  while it may be comforting to know that  paying a tax is  
 
         6  also not a cost to the economy, I also know when I pay  
 
         7  taxes, I consider that a cost to me.   
 
         8           And with regard to the 7 to $2 2 billion in  
 
         9  allowance value that we're faced with o r was estimated for  
 
        10  2020, I think it's also very likely tha t the people that  
 
        11  are going to need to pay that value or to monitize that  
 
        12  value will consider that to be a cost a nd a quite  
 
        13  substantial cost at the same time as th ey are also  
 
        14  incurring substantial costs in investme nts in projects to  
 
        15  actually reduce emissions to comply wit h AB 32.  As I say,  
 
        16  context is important here.   
 
        17           CCEEB believes that designing a working market is  
 
        18  the most important effort before this B oard at this time.   
 
        19  We are very concerned that we have veri fied offsets,  
 
        20  third-party verifiers, approvals, IT sy stems, linkages,  
 
        21  organization, dispute resolutions, earl y warning systems  
 
        22  in place.  That's going to be a very da unting task.  But  
 
        23  it's necessary in order to have a regul atory compliance  
 
        24  mechanism.   
 
        25           We believe that the Board shou ld develop a work  
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         1  plan with clear completion deadlines of  tools,  
 
         2  organization policies, and systems that  must be in place  
 
         3  for regulated entities to comply with t he regulation.   
 
         4           As it's being developed, shoul d be explicit,  
 
         5  transparent, alignment with current int ernational,  
 
         6  national, regional programs would be th e best opportunity  
 
         7  for a California Cap and Trade Program to work.  Without  
 
         8  aligning definitions and policies, Cali fornia will be  
 
         9  isolated and the program will suffer si gnificant leakage,  
 
        10  and that was addressed earlier.   
 
        11           We believe that it is very imp ortant to phase in  
 
        12  a transition period.  In order to avoid  economic  
 
        13  uncertainty, any early auction should b e phased and  
 
        14  gradual.   
 
        15           The Board should proceed delib erately and  
 
        16  cautiously in order to maintain market liquidity, prevent  
 
        17  price shocks, and leakage.   
 
        18           And with regard to leakage, th is topic is raised  
 
        19  several times in this report, and it's also raised in the  
 
        20  EAAC report on the economic analysis th at leakage could be  
 
        21  quite substantial.  This significant po tential for leakage  
 
        22  emphasizes the need for a transition pe riod to address  
 
        23  uncertainties.   
 
        24           CCEEB also believes that it's important to  
 
        25  maintain flexibility in the program to link with these  
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         1  regional, national, international tradi ng programs.  Along  
 
         2  these lines, ARB should adopt definitio ns and market  
 
         3  principles in order to allow future lin kage as programs  
 
         4  are developed.  A large auction would c reate problems with  
 
         5  future linkage.   
 
         6           With regard to revenue, we bel ieve the allowance  
 
         7  revenue should be used for AB 32 purpos es and not create  
 
         8  entitlement programs.  The use of allow ance values once  
 
         9  monetized should be used to reduce the cost of direct  
 
        10  measures.  And I refer you to the last sentence of the  
 
        11  Governor's letter.  I'll reiterate the closing phrase that  
 
        12  addresses the need for the Board to be sensitive to  
 
        13  challenges our businesses face, particu larly until our  
 
        14  national economy fully recovers from th is recession.   
 
        15           Thank you for your indulgence.    
 
        16           CHAIRPERSON NICHOLS:  Thank yo u, Mr. Lucas.   
 
        17           I'm afraid I doodled on my lis t.  And therefore  
 
        18  I'm not sure -- is Brenda Coleman here to testify on this  
 
        19  item?  Or was her name taken off?  Not seeing Brenda  
 
        20  Coleman.  You weren't going to testify?   You were.  Okay.   
 
        21  Good.  I didn't take you off.   
 
        22           MS. COLEMAN:  Good afternoon, Madam Chair and  
 
        23  members of the Board. 
 
        24           I had originally taken back my  card to testify,  
 
        25  but I do feel compelled to come up here  and just say first  
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         1  of all thank you so much to you all and  to the EAAC for  
 
         2  their hard work and for their recommend ation.   
 
         3           We appreciate that you, Madam Chair, expressed  
 
         4  that you will be taking considerations and taking a look  
 
         5  at other avenues outside of the recomme ndations that have  
 
         6  been brought to you before the EAAC.   
 
         7           Today, we'd just like to concu r that what  
 
         8  something that has already been mention ed several times in  
 
         9  that what the Governor mentioned in his  letter to you  
 
        10  yesterday, which he states that a full auction of  
 
        11  allowances may be too abrupt a transact ion with great cost  
 
        12  to those capped industries.  We concur that a free  
 
        13  allocation or at least a system where t he auctioning of  
 
        14  allowances are kept at de minimis level s would be the most  
 
        15  cost effective way to reduce greenhouse  gas emissions in a  
 
        16  manner least burdensome to businesses.  And, again, as  
 
        17  Governor Schwarzenegger mentioned in hi s letter, rewards  
 
        18  companies that already made significant  investments in  
 
        19  energy efficiency and carbon reductions .   
 
        20           Overall, it is vital that a Ca p and Trade Program  
 
        21  be designed in a way that mitigates ext reme financial  
 
        22  burden to businesses at a time like the  present when  
 
        23  unemployment is at an all-time high and  our economy is  
 
        24  struggling.   
 
        25           Carbon reduction strategies mu st be done so in a  
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         1  cost effective manner, recognizing the challenges of  
 
         2  businesses in order to achieve the goal s set forth by AB  
 
         3  32.   
 
         4           We thank you for your consider ation and look  
 
         5  forward to continuing.   
 
         6           CHAIRPERSON NICHOLS:  Thank yo u very much.  Okay.   
 
         7           Malak Seku-Amen and then Nile Malloy and Rafael  
 
         8  Aguilera.   
 
         9           MR. SEKU-AMEN:  Good afternoon , Madam Chair and  
 
        10  members of the Board.   
 
        11           I'm Malak Seku-Amen.  I repres ent the California  
 
        12  state NAACP's 52 branches on behalf of the nation's  
 
        13  largest and oldest civil rights and soc ial justice  
 
        14  organization.   
 
        15           We applaud the vision of the G overnor, his  
 
        16  administration, especially the Secretar y Adams and  
 
        17  Chairman Nichols for bringing together such an esteemed  
 
        18  group of experts for the benefit of Cal ifornia's  
 
        19  Greenhouse Gas Reduction Program.   
 
        20           We commend the EAAC and Dr. La rry Goulder's  
 
        21  leadership for their efforts to create an open public  
 
        22  process and their active and engaged pa rticipation on the  
 
        23  Committee.   
 
        24           When the NAACP looks into the climate change  
 
        25  microscope, the environment is not the only thing we see  
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         1  in the lens.  We see it as an issue of justice and human  
 
         2  rights.  Although communities of color are far less  
 
         3  responsible for climate change and air pollution, they  
 
         4  carry the greatest burdens from these c onditions.  And  
 
         5  that's why it's important for the state  and its policies  
 
         6  to carve out a more equitable channel i n its work to  
 
         7  mitigate the impact of global warming.   
 
         8           And since Hurricane Katrina ta ught the whole  
 
         9  world a valuable lesson about climate c hange and quality  
 
        10  and racism, we are here to support EAAC 's Recommendations  
 
        11  Number 10 and 11to make sure that all o f California's  
 
        12  communities have a fighting chance in t he battle against  
 
        13  air pollution and global warming.   
 
        14           We suggest combining recommend ations from the  
 
        15  EAAC's Number 10 and 11 recommendations  and establish a  
 
        16  defined Community Benefits Fund.   
 
        17           We support reaching the goal o f 100 percent  
 
        18  auctioning of allowances.   
 
        19           We don't have a particular pos ition on a time  
 
        20  line.  We do want to support economic r ecovery in the  
 
        21  state.  Ultimately though for the progr am to be effective,  
 
        22  price discovery and transparency provid ed by 100 percent  
 
        23  auctioning we believe is necessary.   
 
        24           And finally, Chairman Nichols,  you have  
 
        25  consistently stated that the Legislatur e should ultimately  
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         1  make the final decisions about the allo cations and so we  
 
         2  support this approach.  However, we do urge that the Air  
 
         3  Resources Board provide specifics to ma ke the EAAC's  
 
         4  recommendations operational.   
 
         5           Thank you very much.   
 
         6           CHAIRPERSON NICHOLS:  Thank yo u very much for  
 
         7  participating.   
 
         8           Mr. Malloy.   
 
         9           Mr. MALLOY:  Good afternoon, C hairman Nichols and  
 
        10  Board.   
 
        11           My name is Nile Malloy.  I'm t he Northern  
 
        12  California Program Director at Communit ies for a Better  
 
        13  Environment.  We are a statewide enviro nmental health and  
 
        14  justice organization.  We do community organizing, science  
 
        15  and research, and also litigation.   
 
        16           We are greatly appreciative of  EAAC's recognition  
 
        17  to the commitments to AB 32 and to low- income and  
 
        18  working-class communities and consumers  in the  
 
        19  geographically defined areas.   
 
        20           I really want to speak about a  few things.  You  
 
        21  know, CBE, we represent various differe nt statewide  
 
        22  members in Wilmington, southeast L.A., east Oakland,  
 
        23  Contra Costa and Richmond.  These commu nities breathe some  
 
        24  of the dirtiest air in our nation.  For  example, in east  
 
        25  Oakland, there are over 200 pollution f acilities and over  
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         1  a thousand diesel trucks that goes into  the community near  
 
         2  sensitive receptors or schools and home s.   
 
         3           I work in Richmond.  We are de aling with the  
 
         4  largest greenhouse gas emitter in the s tate.  And nearly  
 
         5  90 percent of the greenhouse gases in t hat city in  
 
         6  Richmond is being impacted by heavy ind ustry.   
 
         7           Our members are very sick.  We  have a lot of  
 
         8  members that have died of cancer over t he last ten to 15  
 
         9  years.   
 
        10           In my work in Wilmington, a ma jority of the  
 
        11  community hosts 13 major stationary pol lutant sources  
 
        12  based on U.S. EPA toxic release invento ry and responsible  
 
        13  for 718,000 pounds of pollution and gen erate over 18  
 
        14  million pounds of waste.  And so these are very kind of  
 
        15  serious issues that are effecting our c ommunity.   
 
        16           And building off this, we rece ntly reviewed the  
 
        17  staff report by Mark Jacobson who actua lly talks about the  
 
        18  issues of the local impacts showing CO2  has an adverse  
 
        19  impact to the local community.  And the  one thing he  
 
        20  states in his report is that as in real  estate, location  
 
        21  matters.  And so location matters in ou r work.   
 
        22           And in that context, we are su pportive of  
 
        23  addressing the climate gaps that we see  in the state and  
 
        24  support the Community Benefits Fund tha t has been  
 
        25  supported by EAAC.  The Community Benef its Fund avoids the  
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         1  shortcomings of contingency funds which  place the burden  
 
         2  of proof on impacted communities.  It a lso supports the  
 
         3  maximum auction allocations, which is a  more sustainable  
 
         4  approach and that can lower all overall  cost.   
 
         5           We also just really support th at the community  
 
         6  benefit fund fulfills the intent of AB 32 and its  
 
         7  implementation process and that the fun ds would help  
 
         8  strengthen the neighborhoods that I jus t spoke about and  
 
         9  others throughout the state, support pu blic transit, build  
 
        10  cleaner and healthier and resilient com munities and  
 
        11  support the building of the green infra structure.   
 
        12           So we strongly urge that the C ARB supports the  
 
        13  EAAC recommendations, and we really wan t to see those  
 
        14  included in the next step of the proces s.   
 
        15           Thank you.   
 
        16           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        17           Rafael Aguilera, followed by J ames Brady and  
 
        18  Edwin Lombard.   
 
        19           MR. AGUILERA:  Good afternoon.    
 
        20           Rafael Aguilera.   
 
        21           I want to start by saying on b ehalf of the Green  
 
        22  Line Institute that we support the Comm unity Benefits Fund  
 
        23  as recommended by the EAAC, and we do s o because of its  
 
        24  ability to fulfill a mandate of AB 32, but also because  
 
        25  it's the right thing to do for all the other reasons that  
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         1  were previously stated.   
 
         2           On behalf of the Climate Prote ction Campaign, I'd  
 
         3  like to point your attention to the div idend section of  
 
         4  the report and fully support its recomm endations there.   
 
         5  We talk about the politics of putting a  price on carbon in  
 
         6  a slow economy and the sensitivity of c onsumers to the  
 
         7  impacts.  And one thing that should be noted is that  
 
         8  nearly 100 percent or at least above 90  percent of the  
 
         9  costs that are borne by -- paid by indu stries for the  
 
        10  carbon price are passed onto consumers.   Therefore, it is  
 
        11  a regressive sales tax.  If we're going  to go forward with  
 
        12  AB 32 implementation, we need to put a price on carbon.   
 
        13  If it's going to be regressive, we need  to make sure that  
 
        14  consumers are made whole.  Dividends do  that.  They flip  
 
        15  the policy from being a regressive poli cy to a progressive  
 
        16  policy.   
 
        17           And if you want to be politica lly sensitive in  
 
        18  this type of economy with foreclosures,  joblessness,  
 
        19  unemployment and all that, we need to m ake sure that as  
 
        20  Warren Buffet says, consumer purchasing  power is restored  
 
        21  somehow.  The best thing you can do to save the economy  
 
        22  and the best thing you can do to implem ent AB 32 is to put  
 
        23  that cash back into people's hands so t hey'll have the  
 
        24  choice.   
 
        25           As Professor Dallas Burtraw me ntions from the  
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         1  EAAC, there's even potential to design dividends in a  
 
         2  manner that would tell people about cos t effective  
 
         3  investment opportunities to reduce ener gy consumption.   
 
         4  There's potential to leverage future di vidends and pool  
 
         5  those resources in communities and in p rojects to do  
 
         6  long-term investments, for example.  Th ere's great  
 
         7  potential for both of those things.   
 
         8           Dividends also would create lo cal sales tax  
 
         9  revenues, boosting up local government coiffeurs, and also  
 
        10  create state income tax revenues, becau se they have to be  
 
        11  reported as a source of income, so ther eby helping out  
 
        12  with the state's budget problem without  giving a direct  
 
        13  siphon off of the carbon budget.   
 
        14           So I just wanted to say that o n behalf of the  
 
        15  Climate Protection Campaign, the EAAC r an a gold standard  
 
        16  of transparency in terms of its outreac h.  And it really  
 
        17  did a masterful work when it came to th e report you have  
 
        18  today.  So I hope you'll strongly consi der, despite some  
 
        19  of the comments and concerns that were mentioned today.   
 
        20  We fully support.   
 
        21           CHAIRPERSON NICHOLS:  Okay.  J ames Brady, Edwin  
 
        22  Lombard, and Bonnie Holmes-Gen.   
 
        23           MR. BRADY:  Good afternoon, Ma dam Chair, Board.   
 
        24           My name is James Brady.  And a lthough I haven't  
 
        25  had time to really review the report in  detail,  
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         1  specifically talking about page 38, 39,  and 47, and the  
 
         2  most important information in here is t hat the energy  
 
         3  prices will go up, that they'll go up, and mostly for  
 
         4  low-income households.  And that job lo ss will be so  
 
         5  significant that there will be a need f or assistance  
 
         6  programs for displaced workers.   
 
         7           If the most optimistic assumpt ion of these  
 
         8  impacts prove to be wrong, there's no r eason to believe  
 
         9  they won't especially in the near and m edium term, you  
 
        10  will have been responsible for a lot of  harm to those  
 
        11  families.   
 
        12           Regulated utilities need not b e given extra  
 
        13  concession to further discourage entrep reneurial  
 
        14  aspirations.  The community benefit fun d should be given  
 
        15  strong consideration and work through s ome of the  
 
        16  nonprofits that you have heard from her e today.  And I  
 
        17  think that would create the most seriou s economic  
 
        18  opportunity for those folks in the comm unities.   
 
        19           Thank you very much.   
 
        20           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        21           Mr. Lombard and Bonnie Holmes- Gen and Bill  
 
        22  Magavern.  And that will be the end of the list.   
 
        23           MR. LOMBARD:  Thank you, Madam  Chair and Board  
 
        24  members.  My name is Edwin Lombard.  I' m here representing  
 
        25  minority small businesses and community -based  
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         1  organizations throughout the state of C alifornia.   
 
         2           I'd like to commend CARB on th eir EAAC report and  
 
         3  the time and energy that you put in of producing such a  
 
         4  document.   
 
         5           But if the Committee honestly thinks that revenue  
 
         6  from an auction tax is somehow not a co st, they are  
 
         7  gravely mistaken.  Someone would have t o pay the tax so  
 
         8  the money that's going to be re-distrib uted to someone  
 
         9  else is going to be available.   
 
        10           The taxing entity will pass al ong the tax that  
 
        11  they incur to these groups that are goi ng to benefit from  
 
        12  the distribution.  They're going to see  those costs in the  
 
        13  form of product increases and services,  cost of increase  
 
        14  on services.  In other words, what's go ing to happen is  
 
        15  you're going to put money in one pocket  and it's going to  
 
        16  come out the other in a larger amount.   
 
        17           You submitted a list of GHG em itters recently  
 
        18  subject to the auction tax.  That list included  
 
        19  universities, dairies, wineries, public  utilities and  
 
        20  others agencies.   
 
        21           What's going to be the cost to  go the college?   
 
        22  The cost of a carton of milk?  The cost  of social  
 
        23  beverages?   
 
        24           Seriously, we're not just talk ing about  
 
        25  refineries here and utility organizatio ns or companies.   
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         1  We're talking about social -- I shouldn 't say that --  
 
         2  educational institutions and products t hat people of color  
 
         3  and minority groups use on a regular ba sis.  I think it's  
 
         4  important as you go forward you keep th ese things in mind.   
 
         5  These are very important things that ar e not really being  
 
         6  discussed here.   
 
         7           There is no free lunch, which coincidentally is  
 
         8  not what your peer reviewers observed w ith respect to the  
 
         9  first economic analysis.  Until the Boa rd goes back to an  
 
        10  Econ 101 situation, and recognize you c an't impose  
 
        11  billions of dollars in costs on an indu stry and not have  
 
        12  severe harm to the economy, then your p lan has no  
 
        13  credibility.   
 
        14           Thank you very much.   
 
        15           CHAIRPERSON NICHOLS:  Bonnie H olmes-Gen and Bill  
 
        16  Magavern.   
 
        17           MS. HOLMES-GEN:  Good afternoo n, Chairman Nichols  
 
        18  and members of the Board.   
 
        19           Bonnie Holmes-Gen with the Ame rican Lung  
 
        20  Association in California.  And the Ame rican Lung  
 
        21  Association has been participating in t he EAAC process and  
 
        22  in CARB's process to develop a Cap and Trade Program to  
 
        23  work toward developing a strong program  that will achieve  
 
        24  our AB 32 greenhouse gas reduction goal s and at the same  
 
        25  time maximize air quality benefits, pub lic health benefits  
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         1  and achieve equity goals.   
 
         2           And we have greatly appreciate d the hard work of  
 
         3  the EAAC and Chairman Goulder in produc ing its report to  
 
         4  the ARB.  We agree this report is a str ong starting point,  
 
         5  and we appreciate the open public proce ss in the EAAC  
 
         6  under Chairman Goulder and their willin gness to  
 
         7  incorporate public comments.   
 
         8           And we also appreciate Chairma n Nichols' comments  
 
         9  and we need the start slowing and cauti ously with the Cap  
 
        10  and Trade Program.  But we believe ther e are key elements  
 
        11  that need to be incorporated into the p rogram to ensure  
 
        12  its success, and we think the EAAC repo rt has hit on many  
 
        13  of these.   
 
        14           We appreciate and support the strong EAAC  
 
        15  recommendation for 100 percent auction.   From a public  
 
        16  health perspective, we believe this is the best way to  
 
        17  proceed.  And we hope that the Board ca n begin the 100  
 
        18  percent as soon as possible, as soon as  feasible in terms  
 
        19  of ramping up to that level.   
 
        20           We believe that the 100 percen t auction sends  
 
        21  right signals and ensures that a price is paid for  
 
        22  pollution, that the public has the righ t price signals.   
 
        23           And we also urge the Board to continue to work  
 
        24  closely with the public health working group in developing  
 
        25  specific recommendations on the Cap and  Trade Program, on  
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         1  the auction.  And we continue to partic ipate in that  
 
         2  process.  There needs to be some connec tion of course  
 
         3  between the regulatory development and public health  
 
         4  working group findings.   
 
         5           We support the EAAC recommenda tions to invest  
 
         6  allocation revenue in a range of adapta tion and mitigation  
 
         7  programs for disadvantaged communities,  for public health  
 
         8  and for land use planning and public tr ansit.  We think  
 
         9  these are key categories.   
 
        10           And we do support the communit y's benefit fund.   
 
        11  I think it's tremendous.  There is such  a wide showing,  
 
        12  such a good showing of community groups  talking about the  
 
        13  need for investment in communities, and  we hope the Board  
 
        14  makes that a key consideration in looki ng at how to invest  
 
        15  this huge pot of new money from cap and  trade.   
 
        16           And we also support the specif ic allocation of  
 
        17  funds to public health preparedness.  A nd we think there  
 
        18  is a need for a public health fund to w ork with state and  
 
        19  local public health agencies to build a nd expand  
 
        20  California's public health infrastructu re to respond to  
 
        21  the very, the very serious health impac ts that are caused  
 
        22  by climate changes from the pollution t he heat waves, the  
 
        23  disease outbreaks, and other public hea lth concerns.  And  
 
        24  those public health needs include assis ting with emergency  
 
        25  preparedness and monitoring climate cha nge health impacts,  
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         1  working with vulnerable communities, an d other elements of  
 
         2  public health program.   
 
         3           And just would comment that th e American Lung  
 
         4  Association and 24 other public health organizations sent  
 
         5  a letter to your Board in January suppo rting the need for  
 
         6  this fund.   
 
         7           And, finally, we comment, the 75/25 percent split  
 
         8  is something we're looking at closely, but think there is  
 
         9  more money needed for this investment e nd of that.   
 
        10           Thank you very much for the ti me.   
 
        11           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        12           Mr. Magavern.  And we have two  more cards that  
 
        13  have come in, so we aren't really at th e end.   
 
        14           MR. MAGAVERN:  Bill Magavern w ith Sierra Club  
 
        15  California.   
 
        16           We also want to thank the EAAC  for, first of all,  
 
        17  having a very open and inconclusive pro cess.  We  
 
        18  participated and made comments in perso n and submitted  
 
        19  them in writing, but also for the high quality of the work  
 
        20  that was done.  We think this is a repo rt that policy  
 
        21  makers should give great respect to.   
 
        22           We support a policy of 100 per cent auctioning for  
 
        23  a variety of reasons, which the EAAC re ally spelled out  
 
        24  very well.  They made the case this is the most efficient  
 
        25  way to go about it.  It's the most fair .   
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         1           I was particularly struck by C hairman Goulder's  
 
         2  comment that auctioning would not resul t in higher cost to  
 
         3  consumers than free allocation.  I thin k it was very  
 
         4  important to note and that, in effect, if you give away  
 
         5  the allowances, what you get is the big  polluters  
 
         6  pocketing big windfall profits, and the  consumers paying  
 
         7  higher prices.  And I believe this is w hat happened in  
 
         8  Europe in the first phase of their Cap and Trade Program.   
 
         9           We have supported for many yea rs the principle  
 
        10  that polluters should pay for the cost of mitigating the  
 
        11  damage that they do.  And by putting th at in place right  
 
        12  from the start, then you provide the be st incentive for  
 
        13  bringing down emissions right away.  An d we really don't  
 
        14  have time to lose.   
 
        15           We do support investing the re venues in a variety  
 
        16  of programs related to AB 32.  Many oth ers have spoken  
 
        17  about these, but energy efficiency, ren ewable energy,  
 
        18  public transfer, land use planning, res ource and public  
 
        19  health, adaptation, training for green jobs, and also  
 
        20  holding low-income consumers harmless w ould all be good  
 
        21  uses of that money.   
 
        22           I also want to endorse the com ments made by the  
 
        23  civil rights and environmental justice groups.  And I  
 
        24  think that AB 32 requires and it is the  right thing to do  
 
        25  to make sure that the most disadvantage d communities do  
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         1  not bear a disproportionate burden of p ollution and  
 
         2  climate change.   
 
         3           Thank you.   
 
         4           CHAIRPERSON NICHOLS:  Can you prepare an ESA  
 
         5  Version 1 was widely regarded as having  allocated way too  
 
         6  many allowances and was not considered effective in terms  
 
         7  of bringing down emissions levels.  And  it did lead to  
 
         8  what we're seeing as windfall of profit s by many people.   
 
         9  That has led the E.U. to start working on a second  
 
        10  versions of ESA, which I understand is now being quite  
 
        11  widely praised as having avoided those defects.  And we  
 
        12  are looking closely at what they're doi ng.  They did us  
 
        13  all a big favor, as did New York, with their RGGI program  
 
        14  by jumping in and trying different appr oaches.   
 
        15           MR. MAGAVERN:  I think I said in the first phase  
 
        16  of the program.  If I omitted that -- i f I omitted that,  
 
        17  that was not my mistake.  That was my i ntention.   
 
        18           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        19           Kristen Eberhard and Mike Sand ler. 
 
        20           MS. EBERHARD:  Good afternoon.    
 
        21           Kristin Eberhard with NRDC.  I  apologize on the  
 
        22  fake-out of almost ending after the pub lic comment.  I  
 
        23  filled out the wrong card.  But I am in  some sense saving  
 
        24  you, because I'm speaking on behalf of 12 groups today in  
 
        25  addition to -- in addition to NRDC, Res ources Solution,  
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         1  Environmental California, Energy Indepe ndence Now,  
 
         2  American Lung Association of California , Breathe  
 
         3  California, Sierra Club of California, Center for Energy  
 
         4  Efficiency and Renewable Technology, Un ion of Concerned  
 
         5  Scientists, Coalition for Clean Air, Cl imate Protection  
 
         6  Campaign, and Public Health Law and Pol icy.   
 
         7           CHAIRPERSON NICHOLS:  Your tim e is up.   
 
         8           (Laughter) 
 
         9           MS. EBERHARD:  All of us agree d on some things,  
 
        10  and we agreed with the Committee on som e things that I'd  
 
        11  like to highlight for you.   
 
        12           The first I think you heard lo ud and clear from  
 
        13  Professor Goulder, which is auction.  A uctions are the  
 
        14  simplest, fairest, most transparent way  to allocate the  
 
        15  allowances.  And they don't result in a ny greater cost to  
 
        16  consumers.   
 
        17           The second thing you heard fro m Professor Goulder  
 
        18  is that what we really are trying to do  here is  
 
        19  transition, transition to a clean carbo n economy, a clean  
 
        20  energy economy, and not just compensate  polluters for  
 
        21  their past, present, or future pollutio n.   
 
        22           So towards that end, I just wa nt to highlight for  
 
        23  you that the report does recommend that  a significant  
 
        24  share of the allowance value be investe d in that  
 
        25  transition to a clean energy economy.   
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         1           And our groups agree on a coup le of criteria for  
 
         2  thinking about when you're making those  investments in  
 
         3  energy efficiency/renewable energy, in the technology and  
 
         4  infrastructure that we need to make the  transition,  
 
         5  there's a couple of other things that w e can be thinking  
 
         6  about, which is those investments will also help us  
 
         7  maximize our air pollution benefits.  O ther environmental  
 
         8  benefits will help us compensate disadv antaged communities  
 
         9  through a Community Benefits Fund that you've heard about  
 
        10  today.  And that we can also use that t o invest in  
 
        11  adaptation.   
 
        12           And I'd like to call out in pa rticular, as  
 
        13  Professor Goulder said, everybody didn' t agree on exactly  
 
        14  what to invest or exactly how much to i nvest in.  But I  
 
        15  you want to call out for you one catego ry of investment  
 
        16  which is public transit, which is a gre at way of helping  
 
        17  disadvantaged communities, improving ai r quality, and  
 
        18  maximizing environmental benefits, whil e at the same time  
 
        19  reducing greenhouse gas emissions.   
 
        20           There's other things we think are important, but  
 
        21  that's a good example of accomplishing all of those things  
 
        22  at once.  Thank you very much.   
 
        23           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        24           Mr. Sandler, you have the last  word.  That is,  
 
        25  from the public.   
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         1           MR. SANDLER:  No one can rebut  what I say.   
 
         2           My name is Mike Sandler.  I'm here with the  
 
         3  Climate Protection Campaign.  And I am also saving you  
 
         4  time, because I'm speaking on behalf of  36 million  
 
         5  Californians.  Hey.  Sounds like a bold  statement.  What  
 
         6  I'm trying to do is give you all money.   That's another  
 
         7  reason to listen to my quick three minu tes here.   
 
         8           It was a very courageous repor t, and our group  
 
         9  really endorses the EAAC and appreciate s all the work they  
 
        10  put into it.  Some of the best ideas ar e in there.  And if  
 
        11  you wonder why they didn't say somethin g else, there is a  
 
        12  good explanation why in there.  They re sisted some of the  
 
        13  bad ideas that have been put forth in t he past.   
 
        14           And so the key one I think is 100 percent  
 
        15  auction.  Without that, it's hard to do  a lot else with  
 
        16  your potential proceeds and revenues.   
 
        17           I would encourage you all not to mess around for  
 
        18  three or five years getting towards 100  percent auction.   
 
        19  That's what Europe has been doing for m any years.   
 
        20  Eventually, we'll get there.  Eventuall y, in years past  
 
        21  voters lose interest and you see a back lash.  And  
 
        22  eventually -- and in California, we're already seeing a  
 
        23  backlash against AB 32.  So it's best t o start with the  
 
        24  right ideas and the right design.   
 
        25           Secondly, returning a majority  of allowance  
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         1  value -- in this case, 75 percent to ho useholds -- we're  
 
         2  not talking two utilities on behalf of consumers, but  
 
         3  directly to households.  Our organizati on supports a cap  
 
         4  and dividend approach rather than tax c uts.  It addresses  
 
         5  economic uncertainty.  It will help you  explain how  
 
         6  consumers will pay the cost under AB 32 .  It's invisible  
 
         7  to voters and provides low income assis tance.   
 
         8           And we hope that you would inc lude 100 percent  
 
         9  auction and 75 percent allowance value back to households  
 
        10  in the PDR that's coming up.   
 
        11           I should mention also that tha t 75/25 split is  
 
        12  also found in a bill that's in front of  the US Senate  
 
        13  right now, the Cantwell-Collins CLEAR A ct.  So I hope  
 
        14  you're aware that there is a federal co unterpart to that  
 
        15  design.   
 
        16           So I hope that you will be abl e to communicate  
 
        17  the EAAC findings to others in Sacramen to.  So if you were  
 
        18  to walk into an important room of decis ion makers and said  
 
        19  cap and dividend, they'd know what you' re talking about.   
 
        20  And this would really advance the discu ssion.   
 
        21           And in fact, I'd like to offer  a prop I have  
 
        22  started using.  This is a dividend.  I don't think that  
 
        23  will pick up there on the video screen.   This is actually  
 
        24  the Governor's dividend check, and then  I brought one here  
 
        25  for every voter in the state.   
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         1           And next time I'll show up wit h my four-foot  
 
         2  dividend I've been carrying around and I look like a talk  
 
         3  show host.   
 
         4           So I guess to wrap up, AB 32 n eeds an action  
 
         5  hero, not baby steps.   
 
         6           And thank you to the EAAC for providing a road  
 
         7  map for implementation of cap and trade .  Thanks.   
 
         8           CHAIRPERSON NICHOLS:  Thanks, Mr. Sandler.   
 
         9           There is a few things that eve rybody agrees on.   
 
        10  One is that there is value contained th ere in the carbon  
 
        11  somewhere.  And the issue is how do you  capture and  
 
        12  recognize it.   
 
        13           The other is I think there nee ds to be a  
 
        14  transition.  I hope that you understand  that California is  
 
        15  not taking baby steps when it comes to controlling carbon.   
 
        16  We already have far and away the most a dvanced standards  
 
        17  for vehicles and fuels in the world.  W e have SB 375,  
 
        18  which is beyond anything that any other  state has  
 
        19  attempted to do at the state level.  An d we're moving  
 
        20  forward to a mandatory 33 percent renew able energy  
 
        21  standard.  So none of these are in the category of baby  
 
        22  steps.  And if that comment of mine get s taken out of  
 
        23  context and applied to our program, I w ill be sorry and  
 
        24  I'll hear about it.   
 
        25           But I did attempt to say, perh aps not as  
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         1  eloquently as I might have, is that we' re now embarking on  
 
         2  a completely different type of program,  something unlike  
 
         3  anything the ARB or any other agency of  state government  
 
         4  has ever attempted to do before.  We ar e fortunate that we  
 
         5  do have some models to look at of other  cap and trade  
 
         6  programs.  And we are now guided by som e very thoughtful  
 
         7  and good advice that we've gotten by th e group that we  
 
         8  appointed, Secretary Adams and myself, and we take that  
 
         9  advice very seriously.   
 
        10           One of the things that clearly  has emerged from  
 
        11  this conversation, and I think we will need to bear it in  
 
        12  mind, is that both the language of AB 3 2 and the work that  
 
        13  we've done over the last couple of year s in implementing  
 
        14  it have led to a great deal of interest  -- I'd say maybe  
 
        15  even unprecedented interest on the part  of a wide array of  
 
        16  community-based organizations in the po ssibility that some  
 
        17  of the value that is created as a resul t of this program  
 
        18  could be allocated squarely towards iss ues that those  
 
        19  communities face.  And I think there is  not just sympathy  
 
        20  for that view.  I think there's actuall y the recognition  
 
        21  on the part of many people, including m any in the  
 
        22  regulated community, that we do need to  find a way to  
 
        23  formally address that need in whatever the decision is  
 
        24  coming forward with this program.   
 
        25           But beyond that, there is a lo t of work to be  
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         1  done.  And I think there are some trade -offs as this  
 
         2  discussion has made clear between the q uestion of whether  
 
         3  businesses -- in particular, those that  are highly  
 
         4  regulated like electric utilities -- ca n best implement  
 
         5  programs on behalf of their customers o r whether you just  
 
         6  give the money back to the customers an d let them decide  
 
         7  for themselves.  And those are kind of ideological  
 
         8  questions but also practical questions.    
 
         9           NRDC, in particular, I think i s kind of in an  
 
        10  interesting position on this one, becau se they are at the  
 
        11  forefront of organizations that have sh own that through  
 
        12  working through the regulatory system a nd with the  
 
        13  utilities you can implement a wide arra y of very  
 
        14  cost-effective programs that benefit cu stomers and the  
 
        15  environment and that don't cost the uti lities on their  
 
        16  bottom line.  And both they and the uti lities agree there  
 
        17  is a lot more benefit that can be captu red as a result of  
 
        18  expanding on those programs.  And so th ey're multiple  
 
        19  possible design elements.   
 
        20           I can't remember -- I guess it  was DeeDe D'Adamo  
 
        21  who said that she wanted to see how the  various elements  
 
        22  worked together, because it is a bit li ke a jigsaw puzzle  
 
        23  with a lot of different pieces that hav e to be fitted  
 
        24  together to come up with a program that  can actually work.   
 
        25           Staff obviously has a lot of w ork to do.  But I  
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         1  think you have some good guidance here.    
 
         2           Do you want to have any final words on this  
 
         3  before we move forward?   
 
         4           Mr. Goldstene?   
 
         5           EXECUTIVE OFFICER GOLDSTENE:  No.   
 
         6           CHAIRPERSON NICHOLS:  In that case, we have one  
 
         7  other important report to deal with thi s afternoon.  Some  
 
         8  of the same people are involved in the next presentation.   
 
         9  But I think we need about a five-minute  break, which I  
 
        10  know will really be a ten minute break,  but could we  
 
        11  please keep it to a ten-minute break?   
 
        12           (Thereupon a recess was taken. )   
 
        13           CHAIRPERSON NICHOLS:  Back aga in for another  
 
        14  lesson in economics.   
 
        15           The next agenda item is a staf f presentation on  
 
        16  the updated economic analysis of the AB  32 Scoping Plan.   
 
        17           Back in 2008 -- seems so long ago -- when we  
 
        18  considered the Scoping Plan, we directe d staff to come  
 
        19  back with an updated analysis to addres s some of the  
 
        20  concerns that had been raised about the  first analysis  
 
        21  that the staff had done.   
 
        22           This week, staff released the updated analysis,  
 
        23  which shows how the California economy will respond to the  
 
        24  range of measures included in the AB 32  Scoping Plan to  
 
        25  reduce our current emissions of greenho use gases by about  
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         1  15 percent from their current levels.  This analysis  
 
         2  provides a useful broad look at our cli mate change program  
 
         3  which compliments the specific analysis  staff must conduct  
 
         4  for each regulation as it comes before the Board,  
 
         5  including the measure that we were just  talking about a  
 
         6  few minutes ago, the cap and trade prop osal.  This new  
 
         7  analysis takes into account updated eco nomic modeling  
 
         8  assumptions, uses new modeling tools, a nd incorporated the  
 
         9  economic downturn into the business-as- usual assumption.   
 
        10           We also directed staff to work  with experts as  
 
        11  they develop this analysis.  And again as you've already  
 
        12  heard, last May, Cal/EPA Secretary Lind a Adams and I  
 
        13  appointed the Blue Ribbon Committee of economic, business,  
 
        14  and policy experts, known as EAAC, to a dvise us on the  
 
        15  next round of analysis and the developm ent of the cap and  
 
        16  trade regulation.  That Committee has b een advising us  
 
        17  since then, and we have benefited great ly as a result of  
 
        18  the interaction.  So what you're seeing  is not just a  
 
        19  product that the staff did and then ran  past a Committee  
 
        20  for review, but rather something that w as done in a much  
 
        21  more interactive fashion over a period of many months.   
 
        22           The EAAC Committee has also re viewed the staff  
 
        23  document, however, as an independent bo dy, and that review  
 
        24  is submitted as an appendix to the staf f report.  And  
 
        25  Professor Goulder will be summarizing i t after the staff  
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         1  does the presentation.   
 
         2           Staff also collaborated with C harles River  
 
         3  Associates, a consulting firm that was conducting  
 
         4  simultaneously an industry-sponsored ec onomic analysis of  
 
         5  AB 32 implementation to provide them wi th ARB's inputs and  
 
         6  assumptions so that we could see result s from the  
 
         7  different modeling approaches that used  common input  
 
         8  assumptions.  So you will also hear a b rief summary from  
 
         9  Charles River on their results as well.    
 
        10           And I want to emphasize how us eful and important  
 
        11  I think this effort has been in making sure that there has  
 
        12  been cross communication and some degre e of comparability  
 
        13  of apples and oranges or apples to appl es when it comes to  
 
        14  looking at the results of the various m odels.  I'm not  
 
        15  going to try to state the conclusion, b ut just say I think  
 
        16  it was a very helpful move on the part of the sponsors of  
 
        17  Charles River to make their consultants  available for  
 
        18  collaboration with us.   
 
        19           I want to note this is not an action item, but it  
 
        20  is an early opportunity for the Board t o hear the results  
 
        21  of the analysis from staff and EAAC com mentary on the  
 
        22  report.   
 
        23           I also want to acknowledge tha t for such an  
 
        24  important and complicated topic, it is unfortunate that  
 
        25  very little time has been available to those outside the  
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         1  group that worked on these reports to r eview them or their  
 
         2  findings.  And, therefore, I have asked  the staff to plan  
 
         3  an event to which we can invite Board m embers and that  
 
         4  will allow a much more complete discuss ion about the staff  
 
         5  report and other modeling efforts to an alyze the economic  
 
         6  impacts of reducing greenhouse gas emis sions.   
 
         7           So after the presentation and Board discussion, I  
 
         8  want to continue this item to the April  Board hearing for  
 
         9  the Board to hear testimony after all t he members of the  
 
        10  Board as well as stakeholders have had an ample time to  
 
        11  consider the analysis.   
 
        12           So for that reason, I ask memb ers of the public  
 
        13  to reframe from public testimony to the  maximum extent  
 
        14  possible.  I know people may not be abl e to resist saying  
 
        15  something about the process, but we wou ld like to reserve  
 
        16  your time and ours until we've all had a chance to look  
 
        17  more closely at the analysis and then h ave a really  
 
        18  substantive conversation in connection with the April  
 
        19  Board meeting.   
 
        20           And with that, I will turn it over to Mr.  
 
        21  Goldstene to introduce this item.   
 
        22           EXECUTIVE OFFICER GOLDSTENE:  Thank you, Chairman  
 
        23  Nichols.   
 
        24           The Air Resources Board has a long history of  
 
        25  thoroughly considering the economic imp acts of its clean  
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         1  air policies.  These types of economic analysis are meant  
 
         2  to help us make policy choices that are  both cost  
 
         3  effective and successful at reaching ou r environmental  
 
         4  goals.   
 
         5           The analysis that staff is abo ut to present looks  
 
         6  at how the California economy will resp ond to the range of  
 
         7  measures included in the AB 32 Scoping Plan to reduce our  
 
         8  current emissions of greenhouse gases b y about 15 percent  
 
         9  from current levels.  The analysis conf irms that  
 
        10  California can reduce our greenhouse ga s emissions by  
 
        11  transitioning to a cleaner energy suppl y while maintaining  
 
        12  our economic growth, reducing emissions , reducing our  
 
        13  dependence on oil, and improving our en ergy security.  Our  
 
        14  program will provide a gradual shift to  a more  
 
        15  renewable-based clean energy economy.   
 
        16           The findings of the analysis s how the growth in  
 
        17  the economy, jobs, and income continue as we implement  
 
        18  these measures to reduce greenhouse gas  pollution and at  
 
        19  the same time achieve significant fuel savings.   
 
        20           In terms of process, as Chairm an Nichols just  
 
        21  indicated, staff's been working closely  with the Economic  
 
        22  Impact Subcommittee of the Economic and  Allocation  
 
        23  Advisory Committee in drafting the repo rt you see before  
 
        24  you today.  We asked this Blue Ribbon C ommittee of  
 
        25  economic, business, and policy experts to advise us on  
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         1  this updated analysis as well as on the  development of the  
 
         2  cap and trade regulation itself.  This Committee wrote a  
 
         3  companion report that provides their ex pert review of the  
 
         4  work and findings of ARB staff.   
 
         5           Professor Larry Goulder from S tanford, who you  
 
         6  just heard from in the previous item, w ill present the  
 
         7  Advisory Committee's comments as part o f this  
 
         8  presentation.   
 
         9           In addition, the Board directe d staff to look for  
 
        10  opportunities for collaborative modelin g efforts as we  
 
        11  updated our analysis.  Staff collaborat ed with Charles  
 
        12  River Associates to ensure to the exten t possible that we  
 
        13  could use different modeling tools with  a common set of  
 
        14  inputs and assumptions.   
 
        15           Paul Bernstein from CRA will m ake a brief  
 
        16  presentation of CRA's results following  the reports.  Dr.  
 
        17  David Kennedy, ARB's principle staff me mber working on the  
 
        18  economic modeling and subsequent analys is, will present  
 
        19  this update.   
 
        20           Before he starts, I'd like to thank him and all  
 
        21  the staff who have been working tireles s hours to get this  
 
        22  done.   
 
        23           With that, I'll ask David to b egin the staff  
 
        24  presentation.  David.   
 
        25           (Thereupon an overhead present ation was  
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         1           presented as follows.) 
 
         2           Thank you, Mr. Goldstene. 
 
         3           MR. KENNEDY:  Good afternoon, Chairman Nichols  
 
         4  and members of the Board. 
 
         5           I'm here today to discuss our updated economic  
 
         6  analysis of the AB 32 Scoping Plan. 
 
         7                            --o0o-- 
                      
         8           MR. KENNEDY:  When the Board a dopted the Scoping  
 
         9  Plan in December of 2008, they directed  ARB to perform an  
 
        10  update of the analysis of the potential  economic effects  
 
        11  of implementing the plan.  The update w ould include:   
 
        12  Estimates of overall costs, savings, an d cost  
 
        13  effectiveness of the reductions, not on ly for greenhouse  
 
        14  gases but for co-pollutants; estimates of the timing of  
 
        15  capital investments and the resulting s avings; sensitivity  
 
        16  of the results to changes in assumed co nditions; and the  
 
        17  impacts on small business.   
 
        18           It is important to emphasize t his is an analysis  
 
        19  of the entire Scoping Plan.  This analy sis is not meant to  
 
        20  be a substitute for any measure-specifi c analysis.   
 
        21  However, this analysis will provide use ful information as  
 
        22  we implement specific measures and cond uct  
 
        23  measure-specific analysis such as the c ap and trade  
 
        24  regulation. 
 
        25                            --o0o-- 
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         1           MR. KENNEDY:  The updated anal ysis includes a new  
 
         2  business-as-usual projection that refle cts the recent  
 
         3  economic downturn.   
 
         4           We include as part of the busi ness-as-usual  
 
         5  scenario the impacts of the Pavley regu lations and the  
 
         6  full implementation of the 20 percent r enewable portfolio  
 
         7  standard.   
 
         8           The analysis uses a dual model ing approach that  
 
         9  includes the energy 2020 model and the E-DRAM model.  The  
 
        10  two models, which have different streng ths, are meant to  
 
        11  act as compliments and provide alternat ive views of the  
 
        12  potential effects of AB 32 policies.  W e recognize that  
 
        13  there is no perfect tool for an analysi s of this  
 
        14  complexity, but feel that the tools we have selected are  
 
        15  appropriate for assessment.   
 
        16           This report analyzes four addi tional cases to  
 
        17  show the economic impacts of making dif ferent policy  
 
        18  choices:  Such as, getting fewer reduct ions from  
 
        19  complementary measures and eliminating offsets entirely.   
 
        20  The sensitivity cases are useful for id entifying possible  
 
        21  risks that are avoidable through well-d esigned policies  
 
        22  and to provide insights into which aspe cts of the program  
 
        23  are the most cost effective. 
 
        24                            --o0o-- 
                      
        25           MR. KENNEDY:  As you previousl y heard, the  
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         1  Economic and Allocation Advisory Commit tee was tasked with  
 
         2  advising ARB on economic analysis.  In completing this  
 
         3  analysis, staff has worked closely with  the EAAC to refine  
 
         4  methodologies and to discuss results.   
 
         5           Staff will continue to consult  with the members  
 
         6  of the EAAC on issues of program design  as part of the cap  
 
         7  and trade rule development. 
 
         8                            --o0o-- 
                      
         9           MR. KENNEDY:  The original Sco ping Plan analysis  
 
        10  estimated the effects of implementing a ll Scoping Plan  
 
        11  measures.  This analysis takes a differ ent approach by  
 
        12  focusing on several key complementary m easures.  These  
 
        13  measures include:  Increased energy eff iciency programs  
 
        14  and standards; a 33 percent renewable e nergy standard;  
 
        15  increased use of combined heat and powe r; regional VMT  
 
        16  reduction targets; California's clean c ar standard; goods  
 
        17  movements measures; and low-carbon fuel  standard; and Cap  
 
        18  and Trade Program.   
 
        19           Some of these measures are imp lemented in a  
 
        20  modeling in a detailed manner, which so me are implemented  
 
        21  in less detail.  Specifically, there ar e some important  
 
        22  issues that could effect the cost of th e Cap and Trade  
 
        23  Program that warrant further examinatio n. 
 
        24                            --o0o-- 
                      
        25           MR. KENNEDY:  As previously me ntioned, staff  
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         1  relied on two modeling tools to perform  this analysis.   
 
         2  Energy 2020 is a multi-sector energy an alysis system that  
 
         3  simulates the supply, price, and demand  for all fuels.   
 
         4  This version of the model was developed  for use by ARB by  
 
         5  ICF International and Systematic Soluti ons, Incorporated.   
 
         6           Models such as Energy 2020 are  used to  
 
         7  investigate the impacts of greenhouse g as emissions  
 
         8  constrained on the portfolio of technol ogies that make up  
 
         9  the supply and demand components of the  energy system.   
 
        10  Through their use, models such as Energ y 2020 can help  
 
        11  identify low-cost abatement opportuniti es and to design  
 
        12  technology-based subsidies or emissions  standards. 
 
        13                            --o0o-- 
                      
        14           MR. KENNEDY:  This slide prese nts a flow diagram  
 
        15  of the Energy 2020 model.  There are th ree primary  
 
        16  sectors:  An economic sector, an energy  demand sector, and  
 
        17  an energy supply sector.   
 
        18           In this analysis, policies are  imposed in both  
 
        19  the supply and demand sectors, and the effects of these  
 
        20  policies are transmitted across other s ectors through  
 
        21  changes in investments and energy price s.   
 
        22           For example, a renewable energ y standard would  
 
        23  increase investment by the electricity supply sector,  
 
        24  which would increase the price of elect ricity.  The higher  
 
        25  prices would cause the economic sector to increase their  
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         1  investment in devices of greater effici ency.  The greater  
 
         2  efficiency causes less energy to be dem anded, which  
 
         3  reduces the price of electricity since less needs to be  
 
         4  provided. 
 
         5                            --o0o-- 
                      
         6           MR. KENNEDY:  E-DRAM is a comp utable general  
 
         7  equilibrium model of California economy  originally  
 
         8  developed by Dr. Peter Berck of U.C. Be rkeley for use by  
 
         9  the California Department of Finance.   
 
        10           CGE models, as they're referre d to, are standard  
 
        11  tools that are widely used to analyze t he impacts of  
 
        12  policies whose effects are transmitted across multiple  
 
        13  markets.  CGE models have been the prim ary tools used in  
 
        14  the analysis of federal climate policy.   CGE models  
 
        15  provide information about a policy's po tential effect on  
 
        16  state product, employment, and income. 
 
        17                            --o0o-- 
                      
        18           MR. KENNEDY:  All CGE models h ave the same basic  
 
        19  relationships which are shown in this f igure called a  
 
        20  circular flow diagram.  The relationshi ps expressed in  
 
        21  this picture show how goods and service s, labor and  
 
        22  capital, and money flow through a regio nal economy.   
 
        23           The solid lines are the flows of real items, such  
 
        24  as goods, services, labor, and capital.   The inner flows,  
 
        25  shown as dashed lines, are the flows of  money.   
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         1           The participants in the econom y are households  
 
         2  who buy goods and services and supply l abor and capital  
 
         3  and firms who buy intermediate goods an d services along  
 
         4  with labor and capital to produce final  goods and  
 
         5  services.   
 
         6           Missing from this picture is g overnment.   
 
         7  Government buys and supplies goods and services.   
 
         8  Government also supplies factors used i n production such  
 
         9  as roads and education and makes transf ers to households. 
 
        10                            --o0o-- 
                      
        11           MR. KENNEDY:  Neither of these  models on its own  
 
        12  provides answers to all the questions.  So we have used  
 
        13  these models together sharing certain p ieces of  
 
        14  information.  By combining the two mode ls, we were able to  
 
        15  provide a more complete picture about t he potential  
 
        16  impacts of implementing the Scoping Pla n measures.   
 
        17           This picture shows what inform ation is shared  
 
        18  between the two models.  The CO2 price,  energy supply, and  
 
        19  energy demand investments and fuel expe nditures from  
 
        20  Energy 2020 are passed onto E-DRAM, and  changes in  
 
        21  economic conditions are passed back to Energy 2020. 
 
        22                            --o0o-- 
                      
        23           MR. KENNEDY:  In this analysis , we present the  
 
        24  results from five cases, though we do d iscuss some  
 
        25  variations to these cases in the report .   
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         1           The Scoping Plan policy case, which is referred  
 
         2  to as Case 1 of the report, assumes tha t all complementary  
 
         3  policy goals are achieved in full and i ncludes a Cap and  
 
         4  Trade Program that allows for the use o f offsets. 
 
         5                            --o0o-- 
                      
         6           MR. KENNEDY:  The four sensiti vity cases look at  
 
         7  eliminating offsets entirely and gettin g fewer reductions  
 
         8  from complementary measures.   
 
         9           In Case 2, all complementary p olicy goals are  
 
        10  achieved in full, but offsets are not a llowed.   
 
        11           In Case 3, there are fewer red uctions from  
 
        12  transportation measures.   
 
        13           In Case 4, there is reduced el ectricity and  
 
        14  natural gas policy effectiveness.   
 
        15           And in Case 5, it includes a c ombination of both  
 
        16  Case 3 and Case 4, reducing transportat ion and electricity  
 
        17  and natural gas effectiveness. 
 
        18                            --o0o-- 
                      
        19           MR. KENNEDY:  This chart displ ays the results for  
 
        20  gross state product for the business-as -usual case and  
 
        21  five policy cases.  Across the cases, t he change in gross  
 
        22  state product ranges from -.2 percent t o -1.4 percent.   
 
        23           The next chart displays the re sults for personal  
 
        24  income per capital.  Across the five ca ses, the change in  
 
        25  personal income per capital ranges from  0.1 percent to  
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         1  -0.6 percent. 
 
         2                            --o0o-- 
                      
         3           MR. KENNEDY:  Finally, this ch art displays the  
 
         4  results for employment across the five cases.  The change  
 
         5  in employment ranges from 0.1 percent t o -1.7 percent. 
 
         6                            --o0o-- 
                      
         7           MR. KENNEDY:  Some overall con clusions from this  
 
         8  analysis are that:  California's emissi on target could be  
 
         9  achieved while still maintaining econom ic growth; less  
 
        10  effective implementation of some comple mentary measures  
 
        11  could increase costs; and that offsets reduce costs. 
 
        12                            --o0o-- 
                      
        13           MR. KENNEDY:  While this analy sis must be  
 
        14  re-evaluated based on its own merits, w e felt it was  
 
        15  useful to compare these results to othe r economic analyses  
 
        16  of AB 32 and federal climate change pro posals.  What we  
 
        17  see is that modeling approaches vary, b ut reach similar  
 
        18  conclusions.  Impacts on gross state pr oduct or gross  
 
        19  domestic product are small relative to projected growth  
 
        20  between now and 2020. 
 
        21                            --o0o-- 
                      
        22           MR. KENNEDY:  This chart prese nts the change in  
 
        23  gross state product or gross domestic p roduct from the  
 
        24  other analyses.  The red bar on the lef t and the  
 
        25  100 percent line represent business as usual.   
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         1           This chart provides three usef ul comparisons that  
 
         2  are worth highlighting.  In terms of po licy design, the  
 
         3  EPRI analysis shown in the fifth bar fr om the left does  
 
         4  not allow for the use of offsets which makes the program  
 
         5  more costly.  A comparison of the Liebe rman-Warner Climate  
 
         6  Security Act, Senate Bill 921, and the Clean Energy Jobs  
 
         7  and American Power Act, Senate Bill 173 3, offers  
 
         8  perspectives of how a change in economi c conditions could  
 
         9  effect the cost of compliance.  The Sen ate Bill 1733  
 
        10  analysis uses slower growth assumptions  reflecting more  
 
        11  current economic conditions.  As such, the effects of the  
 
        12  policy are reduced.  And a comparison b etween adage and  
 
        13  IGEM, the models used by U.S. EPA, prov ide some  
 
        14  perspective of how different models can  lead to different  
 
        15  results and provides the reason for loo king at multiple  
 
        16  models or modeling approaches when doin g policy analysis. 
 
        17                            --o0o-- 
                      
        18           MR. KENNEDY:  With respect to small business, the  
 
        19  analysis indicates that there are likel y to be significant  
 
        20  adverse or disproportionate impacts on small business.   
 
        21  However, as we move forward with implem enting the Scoping  
 
        22  Plan measures, we are working with the Ombudsman's office  
 
        23  to ensure that small business in Califo rnia are actively  
 
        24  involved in the discussion when measure s are designed.   
 
        25  ARB is sensitive to the affordability o f measures for  
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         1  small business and will help identify e conomic  
 
         2  opportunities for them. 
 
         3                            --o0o-- 
                      
         4           MR. KENNEDY:  Overall, the ana lysis demonstrates  
 
         5  that the Scoping Plan strategy for redu cing greenhouse  
 
         6  gases represents a cost effective appro ach to implementing  
 
         7  AB 32.  The design and implementation o f individual  
 
         8  Scoping Plan measures will be informed by this economic  
 
         9  analysis. 
 
        10                            --o0o-- 
                      
        11           MR. KENNEDY:  Moving forward, we will provide a  
 
        12  forum for discussion of this analysis i n April.  We will  
 
        13  continue working with the EAAC.  We wil l continue to  
 
        14  performance analyses to support individ ual AB 32 measures.   
 
        15           Thank you very much.   
 
        16           CHAIRPERSON NICHOLS:  Thank yo u, Mr. Kennedy.   
 
        17           EXECUTIVE OFFICER GOLDSTENE:  Now Mr. Bernstein  
 
        18  from CRA, unless there are any question s.     
 
        19           (Thereupon an overhead present ation was  
 
        20           presented as follows.) 
 
        21           MR. BERNSTEIN:  First of all, thank you very much  
 
        22  for the opportunity to present here.  B ut also I'd really  
 
        23  very much thank the ARB and the Cal/EPA  for approaching  
 
        24  CRA and asking us to participate in thi s analysis.  It's  
 
        25  been a wonderful collaboration with the  ARB and the EPA.   
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         1           Thank you, David, for all your  help.  And to  
 
         2  David's point, for those that don't kno w, the goal of ARB  
 
         3  as we understand it of bringing under t his analysis was to  
 
         4  have a diverse set of models and divers e set of opinions  
 
         5  so we can have the broadest exchange.   
 
         6           To that, I'd like to thank the  Chair for holding  
 
         7  the April meeting in which everybody ca n comment.  And I  
 
         8  think that would be an excellent opport unity to have the  
 
         9  full comments.   
 
        10           Next slide, please. 
 
        11                            --o0o-- 
                      
        12           MR. KENNEDY:  Okay.  So I'd li ke to talk briefly  
 
        13  about some of our results and also some  of our insights.   
 
        14  So on this slide, have a comparison bet ween the ARB  
 
        15  findings and the CRA findings.   
 
        16           First of all, let me stress th at the estimates of  
 
        17  the overall impacts vary greatly depend ing on the  
 
        18  treatment of complementary measures, of fsets, and  
 
        19  technology cost assumptions.   
 
        20           We ran a number of different s cenarios, and we  
 
        21  find a wide range of permit prices.  We  find prices  
 
        22  ranging from $50 to $80 a ton of CO2.  And just to put  
 
        23  that into common terms since we don't p urchase carbon  
 
        24  dioxide right now, that's roughly 50 ce nts to 80 cents a  
 
        25  gallon of gasoline.   
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         1           We find the cost per household  ranges from 200 to  
 
         2  $500 per capita or about half a percent  to 1.1 percent of  
 
         3  income per capital.   
 
         4           I think what's an interesting point here is that  
 
         5  when CRA and the ARB under very similar  assumptions and  
 
         6  looking at what David just discussed wa s Case 5, which has  
 
         7  the limited set of complementary measur es, ARB and CRA  
 
         8  find fairly similar cost estimates -- p er capita cost  
 
         9  estimates.   
 
        10           Another similarity between ARB  and CRA is that we  
 
        11  both find there are tremendous benefits  from offsets.  So  
 
        12  even if we have four percent offsets, w e find that permit  
 
        13  prices decline by 33 percent and the AR B actually finds  
 
        14  that they decline by 80 percent.  And I 'll discuss this  
 
        15  more in one of the following slides.   
 
        16           However, holding to the idea o f a diverse set of  
 
        17  models, we have differences of opinion or we see  
 
        18  differences with -- our results come up  with differences  
 
        19  from what the ARB sees.  And in particu lar, we find that  
 
        20  the command and control measures, or in  other words, the  
 
        21  complementary measures actually includi ng them, leads to  
 
        22  greater costs.  Whereas, the ARB finds that these measures  
 
        23  reduce cost.  So CRA finds as we layer on the  
 
        24  complementary measures and reduce the f lexibility of the  
 
        25  program or reduce the flexibility of th e Cap and Trade  
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         1  Program, this leads to greater costs.   
 
         2           Last, in all models, they're g oing to be  
 
         3  sensitive to the assumptions about thin gs such as economic  
 
         4  forecasts and technology costs.  And, t herefore, again  
 
         5  this emphasizes that flexibility in des igning any policy  
 
         6  is quite important.   
 
         7           One of the issues where we fin d a great range of  
 
         8  costs is in what you assume about the a vailability and the  
 
         9  cost to procure low carbon fuels.  So i f we use what we  
 
        10  feel are more realistic assumptions for  the ability to get  
 
        11  these low carbon fuels and what they wi ll actually cost,  
 
        12  we find that including the LCFS as part  of AB 32 raises  
 
        13  costs by somewhere in the order of 40 p ercent.   
 
        14           Second, in terms of sensitivit ies, if one runs  
 
        15  scenarios, your main reference scenario , scenario one, if  
 
        16  you use the current assumption, the IPR  2009 as your  
 
        17  economic forecast and you compare that to if you were to  
 
        18  use the IPR 2007 forecast, you'll find that using the IPR  
 
        19  2009 forecast cuts costs in half.  So p ut another way  
 
        20  though, if the economy were to come to recover, which we  
 
        21  all hope it will, and return to the gro wth path that was  
 
        22  forecasted in the IPR 2007, we would se e our cost doubling  
 
        23  from what we have here. 
 
        24                            --o0o-- 
                      
        25           MR. KENNEDY:  So what we're co mparing here is the  
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         1  effect of complementary measures.  So w hat I have on the  
 
         2  vertical axis is the permit price.  On the horizontal  
 
         3  axis, I have overall societal cost from  2010 to 2020.  So  
 
         4  you consider that overall program costs  in discounted  
 
         5  present value.  And I'm comparing four different scenarios  
 
         6  here.  The 1A is essentially Scenario 1  that David just  
 
         7  talked about, and that's a case in whic h complementary  
 
         8  measures are included, and I'm using th e ARB cost  
 
         9  assumptions.   
 
        10           The Cap 1A, the complementary measures are  
 
        11  excluded, and I'm also using the ARB co st assumptions.   
 
        12  And then 1B in Cap 1B are analogous to 1A and Cap 1A,  
 
        13  except now I'm using CRA cost assumptio ns.  The CRA cost  
 
        14  assumptions have the higher cost for th e alternative  
 
        15  transportation fuels.   
 
        16           So whether I use the ARB assum ptions or I use CRA  
 
        17  assumptions, you can see that if you lo ok on the bottom  
 
        18  part there with the complementary measu res that if I  
 
        19  remove the complementary measures and m ove up virtually  
 
        20  and to left, I lower the cost dramatica lly.   
 
        21           So following along on the hori zontal axis there,  
 
        22  if I take the ARB's Case 1A, I see some thing like societal  
 
        23  cost of somewhere around $65 billion.  If we remove the  
 
        24  complementary measures, that cost drops  to somewhere  
 
        25  around $37 billion.  So a dramatic decr ease in costs if  
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         1  the complementary measures are removed.    
 
         2           Also I just want to point out that notice that  
 
         3  the permit prices actually go up when w e remove the  
 
         4  complementary measures.  So one needs t o be careful when  
 
         5  talking about the cost of programs.  If  you have command  
 
         6  and control programs in your policy, yo u can't always just  
 
         7  look at the permit prices as the metric .   
 
         8           So okay.  Next slide. 
 
         9                            --o0o-- 
                      
        10           MR. KENNEDY:  Here I'd like to  discuss the effect  
 
        11  of offsets, which are getting a fair bi t of attention  
 
        12  here.  And we find the ARB the offsets can lead to  
 
        13  dramatic reductions in the cost of AB 3 2.   
 
        14           So this is the same type of fi gure as what I had  
 
        15  before.  Namely, the same X and Y acces s or same  
 
        16  horizontal and vertical axis.   
 
        17           And here on the top, I have th e cases with the  
 
        18  lower level of offsets.  And on the bot tom circle, I have  
 
        19  the higher level of offsets.  And so if  I move from the  
 
        20  lower level to the higher level of diff erent types of  
 
        21  cases, but in both examples I see a dra matic reduction in  
 
        22  the cost of the program as well as a dr amatic reduction in  
 
        23  the permit price.   
 
        24           And let me just add that in re ality we don't know  
 
        25  where these diamonds are going to be on  this figure.   
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         1  Okay.  So if we took Scenario 1 that we , both ARB and CRA,  
 
         2  have analyzed, if we were to put where that blue diamond  
 
         3  is there, we don't know where that blue  diamond is.  There  
 
         4  are a lot of uncertainties out there.   
 
         5           But what I think we can state fairly conclusively  
 
         6  though if we have a blue diamond or a d iamond up on there  
 
         7  and we were to -- and that represents P rogram A and we add  
 
         8  offsets to Program A, we're going to mo ve downward and to  
 
         9  the left.  And so we will reduce permit  prices, and we  
 
        10  will lower societal cost.   
 
        11           And doing this obviously has g reat benefits, just  
 
        12  reducing the cost.  But also it helps i n doing that it  
 
        13  lessens the incentives for investment t o leave California.   
 
        14           Next slide. 
 
        15                            --o0o-- 
                      
        16           MR. KENNEDY:  Here I'd like to  show what we're  
 
        17  finding when we look at a different set  of cost  
 
        18  assumptions for the alternative transpo rtation fuels.   
 
        19           So the 1A and the Cap 1A are t he policies I  
 
        20  talked about a couple slides ago.  In t hose, we're using  
 
        21  the ARB assumption.  The Cap 1A is a pu re cap and trade  
 
        22  policy.  The 1A is essentially Scenario  1.   
 
        23           1B is analogous to Scenario 1A , except we're  
 
        24  using the CRA assumptions.  And Cap 1B is analogous to Cap  
 
        25  1A, except now we're using the CRA assu mptions.   
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         1           So what I take away from the s lide is that  
 
         2  there's a great range of costs dependin g on where the  
 
         3  technology comes out at the end of the day.  And so, in  
 
         4  our judgment, if we account for these w hat we feel are the  
 
         5  likely estimates for the cost of the al ternative  
 
         6  transportation fuels, we see this addin g 20 to $40 billion  
 
         7  to the cost of the program.   
 
         8           But just in general, there's a n issue that the  
 
         9  uncertainty surrounding technology and again emphasizing  
 
        10  that even if you're going to have a com mand and control  
 
        11  measure to have flexibility within that  measure should the  
 
        12  technologies -- do not come forward as easily as we would  
 
        13  hope.   
 
        14           The other thing I would like t o point out is that  
 
        15  if you look at the distance or basicall y representing the  
 
        16  societal cost, the differential and soc ietal cost, when we  
 
        17  have complementary measures and when we  don't, you'll see  
 
        18  the distance between 1A and 1B is much smaller than the  
 
        19  distance between -- distance between Ca p 1A and Cap 1B is  
 
        20  much smaller than the distance between 1A and 1B, again  
 
        21  suggesting if you don't have the comple mentary measures,  
 
        22  you're less vulnerable to the uncertain ties in the cost of  
 
        23  technology.   
 
        24           Next slide. 
 
        25                            --o0o-- 
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         1           MR. KENNEDY:  So finally let m e just summarize  
 
         2  some of the points I've tried to make h ere.   
 
         3           Increase reliance on a market- based approach,  
 
         4  such as a cap and trade or tax, can ach ieve the emissions  
 
         5  target at what we find to be substantia lly lower cost than  
 
         6  the Scoping Plan's approach that relies  much more heavily  
 
         7  on the complementary measures.  Part of  the issue here is  
 
         8  when you have the market-based approach , you have much  
 
         9  greater flexibility.  And so this is po inting out the  
 
        10  policy design choices are quite importa nt.   
 
        11           Next, the inclusion of offsets  greatly reduces  
 
        12  permit prices and overall program costs .  And if the  
 
        13  offsets are designed correctly, it main tains the overall  
 
        14  emission reductions.   
 
        15           The four percent offsets, we f ind that it lowers  
 
        16  the program costs by 15 percent and it lowers permit  
 
        17  prices by 33 percent.  If we look at a case where no  
 
        18  complementary measures are in place and  we start with the  
 
        19  four percent offsets and go to somethin g like the  
 
        20  availability under a Waxman-Markey prog ram, we find that  
 
        21  actually we can lower the program costs  by 45 percent and  
 
        22  the permit price is also dropping by 33  percent.   
 
        23           So external factors can also c ontribute to higher  
 
        24  than expected costs, highlighting the n eed for compliance  
 
        25  flexibility and cost containment mechan isms.  These higher  
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         1  than expected emissions and technology costs would  
 
         2  increase program costs substantially.   
 
         3           Last, I'd just like to say as the Governor  
 
         4  pointed out and has been mentioned a nu mber of times here  
 
         5  that I think it's important to keep an eye on the ball in  
 
         6  terms of the national program and again  to have  
 
         7  flexibility in your program to link up with a national  
 
         8  program, as we find under the national program the impacts  
 
         9  on California are substantially less.  In fact, 50 percent  
 
        10  less in the case we ran.   
 
        11           Thank you very much for your t ime.   
 
        12           CHAIRPERSON NICHOLS:  Thank yo u.   
 
        13           Does the staff want to respond ?  Or -- I'm sorry.   
 
        14  Next is Professor Goulder.  Out of orde r here.   
 
        15           (Thereupon an overhead present ation was  
 
        16           presented as follows.) 
 
        17           PROFESSOR GOULDER:  Thank you.   I'd like to thank  
 
        18  being both Cal/EPA and the Air Resource s Board for the  
 
        19  opportunity for the EAAC to contribute to the economic  
 
        20  impact work.  I think they showed a gre at deal of wisdom  
 
        21  not only in asking for outside experts,  but also I think  
 
        22  in inviting Charles River Associates to  introduce their  
 
        23  own modeling work.   
 
        24           My view is it's been extremely  informative to see  
 
        25  the comparison and results from the Cha rles River model  
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         1  from the ARB's modeling work.  And it's  really starkly  
 
         2  indicated what the differences are due to, and this is  
 
         3  very useful because it really tells us where we can focus  
 
         4  our attention in order to get more info rmation and  
 
         5  hopefully reduce the uncertainties.   
 
         6           Also I just want to thank at t he ARB Steve Cliff  
 
         7  and Kevin Kennedy and Dave Kennedy.  It 's been a pleasure  
 
         8  working with them and we'll look forwar d to continuing to  
 
         9  work with them.   
 
        10           I should mention it's really a  subcommittee of  
 
        11  the EAAC, subcommittee of seven members  that have been  
 
        12  involved in the economic impacts work.  We call ourselves  
 
        13  the Economic Impacts Subcommittee.  Jim  Bushnell, who's at  
 
        14  Iowa State University, is the Chair of Energy and  
 
        15  Economics, Chaired that Subcommittee.   
 
        16           And then in addition, Steve Le vy here on my  
 
        17  right, who's Director and Senior Econom ist for the Center  
 
        18  for Continuing Study of California Econ omy is on the  
 
        19  Committee.  Chris Knittel, who's a prof essor at U.C.  
 
        20  Davis.  Nancy Ryan, who, as many of you  know, is the  
 
        21  Executive Director for Policy and Exter nal Relations at  
 
        22  California Public Utilities Commission.   Nancy Sidhu,  
 
        23  Chief Economist at the Kaiser Center fo r Economic Research  
 
        24  at the L.A. County Economic Development  corporation.  And  
 
        25  finally, the seventh member is Jim Swee ney, my colleague  
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         1  at Stanford, who's a Professor in the D epartment of  
 
         2  Management Science and Engineering and also Director of  
 
         3  the Precourt Energy Efficiency Center a t Stanford.   
 
         4           Next slide. 
 
         5                            --o0o-- 
                      
         6           PROFESSOR GOULDER:  So our sub committee's tasks  
 
         7  were the two-fold.  As indicated, one i s to offer ongoing  
 
         8  input to the ARB staff as it prepared i ts economic  
 
         9  analysis or updated analysis.   
 
        10           And secondly, to offer comment ary on the  
 
        11  completed product, the report that's ju st been issued.   
 
        12  And our commentary appears as an append ix to that report.   
 
        13           Next. 
 
        14                            --o0o-- 
                      
        15           PROFESSOR GOULDER:  I'll give the bottom line  
 
        16  first and then provide a few details in  the next ten  
 
        17  minutes or so.   
 
        18           Our bottom line assessment is that although it's  
 
        19  not a perfect study -- no study is -- i t's a solid study.   
 
        20  It's carefully done.  Close attention t o the data.   
 
        21  Reasonable modeling assumptions.  And a lthough different  
 
        22  elements of the work might buy us in on e direction or the  
 
        23  others in terms of cost, it's not clear  how all the biases  
 
        24  add up.  Overall bias is not clear.  An d I think in  
 
        25  general it provides useful information as a result.   
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         1           And I hope that the ARB's mode ling work therefore  
 
         2  will help people reshape, perhaps revis e their  
 
         3  expectations and get a clear sense as t o the potential  
 
         4  impacts of AB 32.   
 
         5           Next. 
 
         6                            --o0o-- 
                      
         7           PROFESSOR GOULDER:  And the bo ttom line  
 
         8  results -- it's not doing justice to th e work.  One result  
 
         9  that sticks out is that AB 32 will redu ce California  
 
        10  income, but not by much, anywhere from zero to  
 
        11  one-and-a-half percent in the year 2020 , depending on  
 
        12  various assumptions.  And by income her e I mean gross  
 
        13  state product.  This is in 2020.  The i mpact in earlier  
 
        14  years is smaller than that in percentag e terms.   
 
        15           CHAIRPERSON NICHOLS:  Again, j ust for those of us  
 
        16  that need to be reminded, this is about  growth and income,  
 
        17  not from where we are today in 2020.  B ut over expected --  
 
        18           PROFESSOR GOULDER:  Actually, it's relative to  
 
        19  where income would be in the year 2020 in the absence of  
 
        20  policy.  Under business-as-usual, there 's a zero to  
 
        21  one-and-a-half percent reduction.   
 
        22           I'm glad you mentioned that, M ary, because in  
 
        23  fact over the same period under busines s-as-usual, if you  
 
        24  assume one-and-a-half percent or so inc rease in per capita  
 
        25  in income, on average over that period in real income,  
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         1  incomes will be rising about 29 percent  between now and  
 
         2  2020.  So what we're talking about is i nstead of growth of  
 
         3  29 percent over that from here to 2020,  we have growth of  
 
         4  a little bit less than 28 percent.  So that puts a  
 
         5  slightly different perspective on it.   
 
         6           And again, I think that Paul B ernstein's  
 
         7  presentation really helped bring out wh ere the differences  
 
         8  are.  But in some larger sense, you cou ld say even if you  
 
         9  allow for the differences where there's  different  
 
        10  assumptions made, it's true that both m odels are showing  
 
        11  results, which, to me, overall are fair ly small impacts on  
 
        12  the California economy, whether you tak e the CRA results  
 
        13  or the ARB results.   
 
        14           Now, I realize different peopl e have different  
 
        15  perspectives as to what's large and wha t's small.  But I  
 
        16  think there's been a lot of discussion as to whether AB 32  
 
        17  would wreck the California economy.  I don't think either  
 
        18  model under any scenario suggests it wo uld wreck the  
 
        19  economy in any meaningful sense.   
 
        20           Next slide. 
 
        21                            --o0o-- 
                      
        22           PROFESSOR GOULDER:  Let me ver y briefly indicate  
 
        23  some of the strengths and weaknesses th at the subcommittee  
 
        24  used in the ARB's analysis.   
 
        25           First, we were impressed in te rms of strengths.   
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         1  We were impressed by the very close att ention to details  
 
         2  of energy supply and demand.  In fact, we can't think of  
 
         3  any other model of the California econo my that has a  
 
         4  closer attention to energy technologies  than that in the  
 
         5  ARB.   
 
         6           In addition, as was already me ntioned by both  
 
         7  Dave Kennedy and Paul Bernstein, there is a lot of work to  
 
         8  produce a useful reference case or busi ness-as-usual case.   
 
         9  As Dave Kennedy mentioned, they try to incorporate some  
 
        10  changes that are not part of AB 32 but should be  
 
        11  considered part of the baseline.   
 
        12           I might add that the earlier e conomic analysis  
 
        13  from two years ago was strongly critici zed, because it was  
 
        14  argued their baseline assumptions were problematic, and in  
 
        15  particular, that a lot of elements that  should have been  
 
        16  in the baseline were, in fact, consider ed some of the  
 
        17  positive impacts of AB 32.  I think thi s has been  
 
        18  corrected.  So, for example, in the bas eline now, there's  
 
        19  the Pavley 1 rules, the 20 percent RPS for utilities, and  
 
        20  also takes account of the federal renew able fuel standard.   
 
        21           So third point is there is som e sensitivity  
 
        22  analysis to isolate the contributions o f various so-called  
 
        23  components of AB 32, including the comp lementary measures  
 
        24  such as the Pavley II rule, the 33 perc ent RPS, and energy  
 
        25  efficiency standards.   
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         1           And fourth, there is detailed attention to these  
 
         2  complementary policies as part of those  and their  
 
         3  relationship to cap and trade.   
 
         4           On the other side in terms of weaknesses, the  
 
         5  model does not account for either the E nergy 2020 or the  
 
         6  E-DRAM model.  It accounts for policy-i nduced  
 
         7  technological change.  Nor is there an attention to  
 
         8  emissions leakage.  So the emissions re ductions that are  
 
         9  reported are only those in California.  There is no  
 
        10  attention to the offsetting potential i ncrease in  
 
        11  emissions out of state that are generat ed by California  
 
        12  policy.  So in both, if we were to acco unt for  
 
        13  technological change, the cost might lo wer than predicted.   
 
        14           On the other hand, if we accou nt for leakage,  
 
        15  things don't look as good as predicted.   There's also in  
 
        16  our view -- and we detailed this a bit in our appendix --  
 
        17  there might be some over-optimism in te rms of the cost of  
 
        18  complementary policies.  I'm not claimi ng all the  
 
        19  assumptions in the central Charles Rive r approach are  
 
        20  exactly on target.  But at least some o f the assumptions  
 
        21  about cost of the complementary policy seem optimistic in  
 
        22  the ARB's analysis.  In particular, the  vehicle miles  
 
        23  traveled reductions that are part of th e package, those  
 
        24  apparently are brought in at zero cost and there's really  
 
        25  not any clear justification for that.  In prior economic  
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         1  analysis by other parties suggest those  would come at some  
 
         2  cost to consumers.   
 
         3           Related to what I mentioned a few hours ago,  
 
         4  there's no attention to allowance for a llocation design  
 
         5  and associated cost impacts.  So differ ent issues about  
 
         6  recycling, the differences between auct ioning versus  
 
         7  freely allocating the allowances, those  are not captured.   
 
         8           And there's little attention t o the macro impacts  
 
         9  in years other than 2020.  This is beca use of a  
 
        10  restriction in the E-DRAM model.  The E -DRAM model, which  
 
        11  is their macro model, only offers a sna pshot of any  
 
        12  particular year.  They chose 2020, so t hey're missing a  
 
        13  lot of useful macro economic impact for  other years.   
 
        14           Next slide. 
 
        15                            --o0o-- 
                      
        16           PROFESSOR GOULDER:  So yesterd ay, there was a  
 
        17  brief meeting with reporters about the just-released  
 
        18  report.  And one reporter asked me what  I think is  
 
        19  probably the central question a lot of us are asking:   
 
        20  Here's's one more study, one more set o f results from  
 
        21  another model, why should we believe th is?  There's other  
 
        22  models out there that say costs are muc h greater.  What  
 
        23  should we believe?   
 
        24           And I can't give the final wor d.  I don't know if  
 
        25  anyone can about this response to this question.  But I've  
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         1  tried to offer in my last five minutes some thoughts that  
 
         2  would suggest overall that it's reasona ble to trust ARB  
 
         3  model, at least that it would help cent er our  
 
         4  expectations.   
 
         5           Next slide. 
 
         6                            --o0o-- 
                      
         7           PROFESSOR GOULDER:  So I put t ogether a table  
 
         8  that compares results from some modelin g.  I'm going to  
 
         9  compare the results and talk about the differences and  
 
        10  hopefully lead to the conclusion that i t's reasonable to  
 
        11  think that the differences aren't so gr eat and that the  
 
        12  reasons for the differences, at least i n the case of the  
 
        13  ARB and CRA international model are leg itimate reasons.   
 
        14  And we have reasons to think the ranges  that are spanned  
 
        15  by those two models collectively is a r easonable range.   
 
        16  And that would rule out then other esti mates that lie  
 
        17  outside that range.   
 
        18           So first taking the ARB model or set of models,  
 
        19  the Energy 2020 and E-DRAM model, in th eir central case,  
 
        20  the allowance price is $25 a ton.  This  is all for 2020.   
 
        21  Emissions reductions is about 25 percen t relative to what  
 
        22  would otherwise be the case in that yea r.  The impact as  
 
        23  mentioned by Dave Kennedy on gross stat e product is  
 
        24  between .2 and 1.4 percent.   
 
        25           The final column is different from what you heard  
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         1  earlier, because I'm measuring cost per  household as the  
 
         2  cost in terms of reduced gross state pr oduct per  
 
         3  household.  You'd have to come up with numbers that are  
 
         4  about one-third as big if you did it in  terms of personal  
 
         5  income, the percentage changes.   
 
         6           But there you see a range of $ 105 to $738.   
 
         7  Notice -- and this again relates to the  point that Mary  
 
         8  Nichols raised just a moment ago.  This  is the change  
 
         9  relative to what would otherwise be the  case in the year  
 
        10  2020.  Rough calculation is that person al income from  
 
        11  today to 2020 per capita should rise by  about $4700.  So  
 
        12  the per capita basis on average we're $ 4700.  So what this  
 
        13  means is that AB 32 might, instead of o ur income going up  
 
        14  by $4700 on a per capita basis, only go  up by somewhere  
 
        15  between 4,000 and $4600.  You can draw your own  
 
        16  conclusions whether that's a lot or a l ittle.  But I think  
 
        17  it's important to keep that in mind.  I t's really a change  
 
        18  in the rate of growth that's relevant h ere.   
 
        19           CRA, on the other hand, is get ting higher  
 
        20  allowance prices largely because of the  differences, as  
 
        21  Paul mentioned, in complementary polici es.  It has the  
 
        22  same scenario emissions reduction.  And  impacts on gross  
 
        23  state product are slightly higher.  You  notice that the  
 
        24  low end for CRA in terms of gross state  product  
 
        25  corresponds to the high end for ARB, an d their range from  
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         1  -1.4 and 2.2 percent.  And correspondin gly, the impacts on  
 
         2  cost per household are higher.   
 
         3           I just mentioned briefly that the federal models  
 
         4  IGEM and Adage used to look at Waxman-M arkey come up with  
 
         5  a cost per household of 80 to $146.  Bu t that's for  
 
         6  somewhat -- of course, this is at the f ederal level and in  
 
         7  some sense it's a less stringent policy , because the  
 
         8  emissions reduction is 17 percent rathe r than 25 percent.   
 
         9           Very recently, in fact, I thin k it was two days  
 
        10  ago, there was a study by Thomas Tanton  that came out and  
 
        11  suggested much higher costs per househo ld.  In fact, it  
 
        12  suggested the cost per household was no t the 1,054, which  
 
        13  is from my calculations using some of i ts own input, but  
 
        14  he suggested it was $2800 per household .  So there you  
 
        15  have a study that suggests it's much hi gher.  And the now  
 
        16  infamous varsity study suggests it's ev en higher than  
 
        17  that.   
 
        18           So the next slide. 
 
        19                            --o0o-- 
                      
        20           PROFESSOR GOULDER:  What shoul d we make of these  
 
        21  differences?   
 
        22           I think Paul did an excellent job in explaining  
 
        23  the differences, and I don't want to re peat what he said.   
 
        24           The reason I think it really c omes out very  
 
        25  cleanly, because they did a very nice a nalysis where they  
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         1  replaced their own assumptions with som e of the  
 
         2  assumptions of ARB, and lo and behold, at that point, the  
 
         3  difference in results ended up being la rgely eliminated.   
 
         4  So it has to do with what you think of as the potential of  
 
         5  these complementary policies.  And unde rlying this -- and  
 
         6  this I think Paul didn't mention but is  useful, why might  
 
         7  we think the complementary policies are  less expensive or  
 
         8  much cheaper, even in some case zero co st, compared to  
 
         9  being more costly than when you add the m in as in the CRA  
 
        10  model.   
 
        11           I think it has to do with whet her you think  
 
        12  beyond the market failure associated wi th greenhouse gas  
 
        13  emissions there are other market failur es.  If as in the  
 
        14  central case for Charles River model yo u believe the only  
 
        15  market failure that applies is the one that is due to the  
 
        16  emissions of greenhouse gases, then you  can correct all  
 
        17  the market failures you need to correct  by introducing  
 
        18  through cap and trade a price on greenh ouse gases.   
 
        19  There's no other market failures to dea l with.  Anything  
 
        20  else you try to do, such as introducing  a complementary  
 
        21  policy on top of cap and trade, is supe rfluous and costly.   
 
        22           So, for example, if you think there are no other  
 
        23  market failures, there's no reason to h ave building energy  
 
        24  efficiency standards on top of cap and trade.  Cap and  
 
        25  trade will do everything you need.  Add ing an energy  
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         1  efficiency standard if it's binding is only going to  
 
         2  introduce greater costs.   
 
         3           In contrast, if you think that  there are agency  
 
         4  problems or information problems or oth er rigidities that  
 
         5  the price system alone is not going to undue, then, in  
 
         6  fact, an energy efficiency standard cou ld be a very low  
 
         7  cost item -- in fact, lower than cap an d trade.  And it  
 
         8  lowers the overall cost of meeting your  target.   
 
         9           Well, effectively there's almo st a religious  
 
        10  debate among economists as to whether, in fact, there are  
 
        11  these market failures.  And it's a shor tcoming of economic  
 
        12  analysis that hasn't been worked out.  We just don't know.   
 
        13  Different people take different views a bout the scope of  
 
        14  these other market failures.  Virtually  everyone -- and  
 
        15  I'm sure Paul on my left would agree --  that there are  
 
        16  some other market failures.  We just do n't know how  
 
        17  quantitatively important they are.   
 
        18           This is a valuable exercise th at Charles River  
 
        19  has done in showing market failures to guide future  
 
        20  research.   
 
        21           My last question would be:  Do es it matter?  My  
 
        22  own view is you might want to narrow th e difference  
 
        23  between the CRA and the ARB models.  Bu t even if you take  
 
        24  the span from both of the models togeth er, I still think  
 
        25  it's relatively modest.  I don't consid er 2.2 percent  
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         1  change in growth state product relative  to the fact over  
 
         2  the next 12 years you're going to have 29 percent growth,  
 
         3  that that's going to be such a big deal .  But I realize  
 
         4  that different people have different as sumptions about  
 
         5  that.   
 
         6           Finally, I read yesterday the Tanton study and I  
 
         7  just want to mention that in contrast t o ARB and CRA work  
 
         8  where there is some biases in one direc tion and some  
 
         9  biases in other, but there's an attempt  to get it right.   
 
        10  I'm struck by the fact in the Tanton st udy all of the  
 
        11  omissions or mistakes go in one directi on.  They all bias  
 
        12  towards higher cost.  There's no potent ial for fuel  
 
        13  substitution fuel substitution.  There' s no technological  
 
        14  change.  The focus is on $60 per ton al lowance price  
 
        15  forever starting now, even though no on e believes that the  
 
        16  allowance prices initially would be tha t high.   
 
        17           And in keeping with what I men tioned earlier,  
 
        18  that is in previous talk earlier the af ternoon, it makes  
 
        19  the mistake of equating allowance value  with cost, which  
 
        20  is why they get this $2800, ignoring th e fact that  
 
        21  allowance value stays in the economy.  Much of it goes  
 
        22  back directly and indirectly to househo lds.   
 
        23           And, finally, there is a numbe r of other  
 
        24  misleading aspects.  It assumes that th e costs are due to  
 
        25  auctioning were, in fact, price impacts  as mentioned  
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         1  earlier, the same under auction as free  allocation with a  
 
         2  few exceptions.  And the consumers migh t well face lower  
 
         3  cost under auctioning, because under au ctioning some of  
 
         4  the revenues can be used to benefit con sumers directly.   
 
         5           And also as mentioned earlier,  the economy-wide  
 
         6  cost under auctioning are potentially l ower, perhaps one  
 
         7  to four billion dollars less than under  free allocation.   
 
         8  So I believe that my view is that that study should not be  
 
         9  taken seriously, because it makes some fundamental  
 
        10  mistakes.   
 
        11                            --o0o-- 
 
        12           PROFESSOR GOULDER:  So my last  slide is that I  
 
        13  guess I would first commend the ARB for  having decided to  
 
        14  work with and compare their results wit h CRA.  I think  
 
        15  that's very useful, helps add credibili ty to all of this  
 
        16  work.   
 
        17           And I would say the economic i mpacts assessment  
 
        18  by the ARB in particular provides very useful insights.   
 
        19  They provide good data, reasonable para meters, and the  
 
        20  modeling framework is very useful.   
 
        21           I also feel that additional in vestments in some  
 
        22  modeling improvements, as I mentioned s ome of the  
 
        23  weaknesses already, and sensitivity ana lysis would be  
 
        24  warranted.   
 
        25           Final comment, which may show my pedigree, but I  
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         1  really think this is a serious issue.  I think that the  
 
         2  folks at ARB have done a tremendous job  given the number  
 
         3  of people involved.  But there are real ly only I think  
 
         4  three economists working on climate cha nge policy in this  
 
         5  group.  Each of them has done a wonderf ul job  
 
         6  individually.  But because of the numbe rs, they haven't  
 
         7  been able to do a lot of things which w e would have hoped  
 
         8  they'd have been able to do.  I think I 'm very cognizant  
 
         9  of the fact that California is facing a  severe budget  
 
        10  crisis, but I think it's an unfortunate  allocation of  
 
        11  resources to only have three economists  doing the economic  
 
        12  impacts analysis.  While it helps to br ing in outsiders, I  
 
        13  think you want to have more in-house wo rk.  So I would  
 
        14  make a strong pitch for that.   
 
        15           And perhaps, Steve, you want t o make a comment.   
 
        16           CHAIRPERSON NICHOLS:  Yes, I d o.  I'm looking at  
 
        17  the clock, because I was planning on le aving at 5:30 to  
 
        18  try to catch a flight, but other member s I know can stay  
 
        19  at least a little bit past that.  But t ake a minute or  
 
        20  two. 
 
        21           MR. LEVY:  Couple of points.   
 
        22           The people in the room who did  the public  
 
        23  testimony have been respectful through the nine or ten  
 
        24  meetings that we have heard from, reall y the same group of  
 
        25  people.  Some of the environmental grou ps I'm a  
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         1  card-carrying member of.  They represen t two sets of  
 
         2  specific interests.  Our work and the s taff's work in the  
 
         3  analysis was to incorporate their inter est, the  
 
         4  energy-intensive industries, the low-in come communities.   
 
         5  But to ask about the common interest, t he general economic  
 
         6  impact, the people who don't come and t estify.   
 
         7           In that regard, this is a thor ough but partial  
 
         8  analysis to an economist by the staff's  own admission and  
 
         9  by our report.  We leave out potential benefits on health,  
 
        10  on the environment, on the reduction of  co-pollutants, on  
 
        11  the potential for jump starting a new i ndustry.  They're  
 
        12  not part of this economic analysis, but  they're part of an  
 
        13  economic analysis that should guide pol icy.  And they list  
 
        14  a set of benefits that need to be inclu ded with the cost  
 
        15  on output and jobs that are talked abou t here.   
 
        16           Last point, we're into a discu ssion about what is  
 
        17  small at a time when people are hurting .  We've lost ten  
 
        18  percent of our jobs in 24 months and su ffered a decline in  
 
        19  real income.   
 
        20           Here, we're talking about whet her over eight  
 
        21  years jobs grow by X or X minus one per cent and whether  
 
        22  income grows by, as Larry said, 29 perc ent in real terms  
 
        23  or a little less than 28 percent.   
 
        24           All of the members of the Comm ittee would have  
 
        25  characterized, did characterize those a s small relative to  
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         1  the size of the economy.  And as Larry said, they occur,  
 
         2  the larger ones, only in 2020 and only if the  
 
         3  complementary policies are unsuccessful .   
 
         4           Larry mentioned at the beginni ng and I'll end  
 
         5  with as you go forward to defuse some o f the uncertainty  
 
         6  and some of the fear, we think it would  be very helpful  
 
         7  for the staff to focus on an earlier ye ar, perhaps 2015,  
 
         8  to use updated economic inputs, which i n contrast to what  
 
         9  Paul suggested, are going to be even lo wer than what CEC  
 
        10  did in the 2009 IPR.  This stuff I do f or a living so I  
 
        11  can tell you in the 2010 IPR the number s are going to be  
 
        12  lower, but that you take not just a 202 0 look, but a look  
 
        13  at the more immediate impact, because t hat's the subject  
 
        14  that you're getting hit with as you str ive to make a  
 
        15  policy choice.   
 
        16           CHAIRPERSON NICHOLS:  Thank yo u for that good  
 
        17  advice.   
 
        18           Does that conclude all of the presentations then  
 
        19  at this point?   
 
        20           Okay.  Well, as I indicated ea rlier, there's time  
 
        21  to digest this and to talk about it.  A nd I think we'll  
 
        22  have an opportunity to ask questions at  the April 21st  
 
        23  meeting that's currently being schedule d.   
 
        24           If there is anybody who feels that they  
 
        25  absolutely must speak at this time on t his issue -- on  
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         1  this issue?  I thought you wanted to ta lk about what you  
 
         2  sent us earlier on public comment.  You  want to speak  
 
         3  about the modeling?  Okay. 
 
         4           BOARD MEMBER TELLES:  Can I ju st ask one burning  
 
         5  question?   
 
         6           On slide 14 of the first prese ntation where it  
 
         7  shows the incomes -- and we talked abou t the incomes not  
 
         8  being that much different between busin ess-as-usual versus  
 
         9  including the plans, and you talk about  cost.  But in  
 
        10  talking about costs, as I understood yo u, you're talking  
 
        11  about cost as reduction of gross nation al product per  
 
        12  capita.  But what would be the actual c onsumer cost?  In  
 
        13  other words, sure, you're making 29 per cent more, but is  
 
        14  the consumer cost 29 percent?  39 perce nt?  40 percent?   
 
        15  Cost of goods and services.  In other w ords, are people in  
 
        16  California going to have more disposabl e income or less  
 
        17  disposable income based upon this?   
 
        18           PROFESSOR GOULDER:  I meant to  indicate over that  
 
        19  time period from now to 2020, consumer income would rise  
 
        20  by 29 percent.  And that according to t he ARB's analysis,  
 
        21  in the worst case, it would rise by onl y a little more  
 
        22  than 27 percent.   
 
        23           BOARD MEMBER TELLES:  I'm talk ing about consumer  
 
        24  cost.   
 
        25           PROFESSOR GOULDER:  Adjusted f or inflation.   
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         1           BOARD MEMBER TELLES:  I'm talk ing about consumer  
 
         2  cost.  When you go out to a store and y ou buy goods and  
 
         3  services, how much --  
 
         4           PROFESSOR GOULDER:  The differ ence between those  
 
         5  two is, in fact, the consumer cost.  It 's the difference  
 
         6  in real purchasing power -- the differe nce between the 29  
 
         7  and the 27-and-a-half.  And the numbers  given there is  
 
         8  meant to be the consumer cost.   
 
         9           BOARD MEMBER TELLES:  I mean, the difference was  
 
        10  just a total per capita income.  You we re mentioning there  
 
        11  was 42,000 versus 47,000 or something l ike that.  I'm  
 
        12  talking about cost.  You know, how much  you spend on your  
 
        13  budget as a person.   
 
        14           MR. KENNEDY:  Let me attempt t o jump in, and then  
 
        15  the economists can correct me if I'm wr ong.  
 
        16           I believe what we're looking a t is essentially a  
 
        17  net number that incorporates both any i ncrease in income  
 
        18  and changes in the cost that the consum ers would see.  So  
 
        19  the number you're seeing here actually does incorporate  
 
        20  the cost you're concerned about.  It's a net difference  
 
        21  we're looking at.   
 
        22           BOARD MEMBER TELLES:  I think,  I mean, per capita  
 
        23  income to me is per capita income and n ot -- 
 
        24           PROFESSOR GOULDER:  I think th e fact it's real  
 
        25  income adjusted for changes in the pric e of goods is what  
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         1  accounts for the changes in consumer co st.   
 
         2           BOARD MEMBER TELLES:  It's rea l income adjusted?   
 
         3           PROFESSOR GOULDER:  It's real income adjusted.   
 
         4           CHAIRPERSON NICHOLS:  Okay.  G o ahead, Charlie.   
 
         5           MR. PETERS:  Thank you very mu ch, Madam  
 
         6  Chairwoman and Committee.   
 
         7           Mary, I think you're absolutel y right that this  
 
         8  is not specifically laid out in your pr esentation today.   
 
         9  However, the Air Resources Board is ver y definitely  
 
        10  involved in this with a press release o ut indicating huge  
 
        11  amounts of fraud in the system of smog check.  And we  
 
        12  believe that this could make a very sig nificant  
 
        13  contribution to helping with your reduc tions in CO2 and  
 
        14  the economics of the state of Californi a.    
 
        15           If my numbers have any validit y at all, those  
 
        16  kinds of reductions and the value of th ose reductions  
 
        17  could also possibly be a very significa nt financial  
 
        18  improvement and give you lots more flex ibility to help  
 
        19  address these issues.   
 
        20           So I would petition the Commit tee, the Chair and  
 
        21  the Committee, to give consideration to  incorporating this  
 
        22  in your deliberations and seeing if it matters at all.   
 
        23  And would like very much to see some co nversations about  
 
        24  these possibilities of improving the pe rformance and  
 
        25  improving what we're doing, because we think the public  
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         1  deserves much better than what we've be en getting.   
 
         2           CHAIRPERSON NICHOLS:  Thank yo u.  We agree with  
 
         3  you about the need for a smog check imp rovement.  I know  
 
         4  we are working with -- the Legislature is working on a  
 
         5  bill to try to start us in that directi on.  So thank you.   
 
         6  You've been very persistent over the ye ars in your  
 
         7  criticisms of the program, and now you' ve finally got some  
 
         8  traction on some of it anyway.  Good wo rk.   
 
         9           Okay.  A number of other peopl e have signed up.   
 
        10  If any of you feel compelled to speak a t this time, you  
 
        11  may.  Otherwise, we would welcome you b ack on April 21st.   
 
        12           In the open comment period, th ere is an open  
 
        13  comment period.  Jim Rothstein wants to  talk about solar  
 
        14  cooperation with Jiangsu Province.   
 
        15           MR. ROTHSTEIN:  Thank you.   
 
        16           Jim Rothstein, no affiliation.    
 
        17           I appreciate your listening to  me.  Yesterday, I  
 
        18  was at the Energy Commission.  They sai d they'd stay until  
 
        19  midnight but promptly adjourned for lun ch before lunch.   
 
        20  So thank you.   
 
        21           In October 2009, the state of California and  
 
        22  Jiangsu Province in China signed an MOU  to work together  
 
        23  in areas related to energy, energy effi ciency, greenhouse  
 
        24  gas reduction, specifically in areas of  policy, standards,  
 
        25  codes, training, market development, as  well as  
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         1  technology.   
 
         2           Under that MOU, ARB is the lea d agency.  I  
 
         3  support genuine cooperation with China and I believe this  
 
         4  will benefit a return on investment to California and this  
 
         5  country.   
 
         6           Speaking specifically to this six-month-old MOU,  
 
         7  can you please give me the accomplishme nts to date in the  
 
         8  eight areas covered by the MOU?  For ex ample, there's  
 
         9  technology sharing, joint development, RD&D, best  
 
        10  practices, harmonizing standards and co des,  
 
        11  certifications, green buildings, academ ic and student  
 
        12  exchanges, market development for PV, t raining, policies,  
 
        13  data management, as well as a Steering Committee.   
 
        14           Also, I have been promised a c opy of discussions  
 
        15  of a group called C3, which has been or ganized by  
 
        16  Secretary Adams, but I have not been ab le to get a copy of  
 
        17  that.  I'd like to do that -- not today .  I can come back  
 
        18  tomorrow.   
 
        19           And in general --  
 
        20           CHAIRPERSON NICHOLS:  We won't  be here tomorrow.   
 
        21           MR. ROTHSTEIN:  Is it a furlou gh day? 
 
        22           CHAIRPERSON NICHOLS:  The Boar d won't be meeting  
 
        23  tomorrow.  The Board members don't have  to come when it's  
 
        24  not a Board meeting day.   
 
        25           MR. ROTHSTEIN:  I'm here today  then.   
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         1           CHAIRPERSON NICHOLS:  Look, yo u have information  
 
         2  you're seeking.  We cannot provide it h ere on the spot,  
 
         3  nor do I think you could reasonably exp ect us to do that.   
 
         4  But I happen to know the person who has  the information  
 
         5  you wish to have about the MOU with Jia ngsu Province.   
 
         6  She's the China advisor to --  
 
         7           MR. ROTHSTEIN:  I've spoken to  her.   
 
         8           CHAIRPERSON NICHOLS:  She's th e source of the  
 
         9  information.  So if she doesn't have it , it doesn't exist.   
 
        10           MR. ROTHSTEIN:  So there's no status?  Nothing  
 
        11  has been done on this MOU? 
 
        12           CHAIRPERSON NICHOLS:  No repor t has been  
 
        13  prepared.  You want us to require a rep ort to be prepared.   
 
        14           Why don't you send me a letter  or e-mail or note  
 
        15  and we'll follow up with some informati on?   
 
        16           MR. ROTHSTEIN:  Is something n ot clear?  I asked  
 
        17  for the accomplishments under this six- month-old MOU.   
 
        18           CHAIRPERSON NICHOLS:  Please s end it to me in  
 
        19  writing and you will get a response in writing.  I can  
 
        20  promise you that.   
 
        21           Thank you.  Okay.  Anything fu rther?   
 
        22           If not, the meeting is adjourn ed.  Thank you all  
 
        23  so much.   
 
        24           (Thereupon the California Air Resources Board      
 
        25           adjourned at 5:25 p.m.) 
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